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? Note conceming statements about the future etc.

This material contains eamings sstimates, plans,’ policies, busi gies, tamets, and ons. and judg Aboul matters
of 1act concermning the future of Mon Seiki end the Mori Selki Geoup. its L L parns. and k

are basad on information svailatde to Mori Saiki &1 the e of writing. memmmcbtposﬂlymmdmmym“wm
fy trom these torecests. Thens ans vanous risks Or tacions. such s acts which ke not nciuded hare, or premisas which may be objectively inaccu-
rata, which may prsvent thesa pradictions from coming tue. Armong these, we are bl 10 identity the major assurptions which we ane cumsntly
mmuwmwtmmmumtmm:mfmvenmlmmlmu)

(i)mmmnmm(mhmwmm)(2)Mn ions In or i in plan
and equipment (3) Signiicant changes in the exchange rats against the yen of the U.S. dolkar, the Euro, ste. (4)Signdicant changes in the cost
of natural resourcas of raw materiats (5) Future trends in Japan's relationships with the U.S.A. and with China () Changes i the intemationsl sh-
umbnmmugnunwnudwmalt (7) Daxmags trom natural disasiers such as hurmicanes, earthquakes, &ic.

4]




MonSeﬂuhaspmdwedmreﬂlaanOOOmadlmtodssrmltsloumﬁngm1948 WemwwMMasabadmwnmmﬂwmmml
indushy while supporting manufacturing by customers throughout the world. Itlsnoexaggsraﬂontn describe the road that Mori Seiki has walked thus far as one of
corsklemrevoh.monandclmﬂeﬂge Wamammmmmmmmmmmwmmmwmw
wahava istently set high standards, and have generated numerous innova-
tons. Our next goal is to be tha "Gllcbal (ne” maching tool manufacturor, Toad:lsvelh:sgoa] we are creafing a stable business model that is not contingent on
mmemmmWemamm@mmmm“mmqmimmﬂmmmﬂww and Driven at the Center of
Gravity (DCG™}, which are the friits of numerous innovations at Mori Selki, dallvenng new valua for machine tools, As a general machine tool manufacturer, Mori
Saelk will continue to support the starting point and future of manufamring.wmlusa;swastrivemardsournextMIengeol becoming "Global One.”

port and total quality. No‘lstoppmaie)dsnngmaﬂ'noasandmuy
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Plan, Mori-568PLAN -

» 02 Mission Statement | >17  Mori-5
; 203 Consolidatad Financial Highlights I »19 Mor Seiki's Global Network
. 704 Resulis Summary t »25 Mori-6

> 05 Mesaage from the Prasident 27 Mori-8
- 207 Outline of Business i » 30 Business Corxditions

} 10 Corporate Governance | >31 Quality Measures

»11 Contributing 1o Society | 335 Product Strategies

13 Protecting the Environment 41 Engineering System

¥ 15 Qur Medium-Term Management >43 Management System

Mission[Statement

]
AsTa global corparation;continually, striving .to, be the.worid's largest
and,most respected intemational manufacturenof lathesmachining
centersy multi-axis tuming centers and grinderswe will:
Enablefourfeusiomersyio] mmwmmmm
iheinrespective]markels by continually Strivinglig

Suppo:t mm lour] nowledgeab!e am
salesYapplications¥and service personnel

4
[AS befits aworldwide corporaticitwe wilt]
mammmmmm

agement initiatives;
Emphasize nfwithlinelrecognitionfod]
garnest-and enlhuS\aSlIC team-ariented effarts;

[Respectfoacnfoitiersfopiionsfand[confinuallyfdevelopfihrough]
friendly. cormpettion in energetic and cheerful workplaces®

mﬂn healthy business'organizations: and
nnmmmzamm ST theymacnme oo nausty Jee)

Work 1o increase the value of ouncompanyXine invesiment of all share;
holdersfknowledgeablefotjihe livelaturelotinedmathinedioollindusty]
i Rlflow]Necessary; 1o

the healthy,operation of,cur, carporaticnXresearch’and dévelopment
g m

Conserve enwrnnmemal résources al alltimes o preserve lhe global
mmmm&mmﬁbaﬁnm

n A

' }47 Activities of the »59 Consolidated Statements of
Information Technology HQ Sharsholders’ Equity
»49 Activities of the >80 Consolidated Statements of
« | Accounting/Finance HQ Cash Flows
»50 Organizational Structure >81 Notes to Consolidated Financial
- ¥51 Board of Directors Statements March 31, 2006
, »52 Financial Information »72 Report of Independent Auditors
»53 Consolidated Financial Hightights I > 73 Corporate Profile
568 Consolidated Balance Shests » 75 Stock Information
58 Consolidated Statements of income
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| IConsoIidatea Financial Highlig:hts I

> Years ended March 31, 2006 and 2005 !

i | J Millions of yen Thousands of U.S, dollars
C 2005
For the year: [ l ’ " '
Nat sales . | |3 ¥122,166
Net income C 9,381
, Parshare (Yen and U.S. doliars) | f
- i Net income: i 143
Basic [ ¥ 104.94
Diluted il -
Net assets || {asiize 1,094.25
Cash dividends CaER L a00 20.00
Atl.he year end: | J |3£m"“ .ﬂ,,“
o Total assets i | lew162,779 ¥135,631
- Shareholders’ equity | [¢3%1186,347 96,443

o @ ¥117.48 = U.5.51.00, the exchange rate pravailing on March 31, 2094, l

I
> Sales

+ 150,900

120,000

90.000

30,000

+{Millions ol yan}

»

o
» Net income (loss)

15,000

10,000

5000

13

-5,000

-30.000

15,000

20,000

®©3 @3 '™l 63 063
(Mitlions of yen)

,'mmmmu,s.mnmnl;anmmimmMwlwwdm,uamudmmbnm.

» Net income {loss) per share

043 05.3 063
{Yen)
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-Results Sum{mary |
:‘ |
* U Net sates ] . o 145.3 bitlion yen, a 19.0% increase
g } | : . from the previous fiscal year
I : {
[ Operating income ] i | 16.3 billion yen, a 54.9% increase
- pereting | | i from the previous fiscal year
| _ .
‘ ['N o NGOME] e 13.8 billion yen, a 47.1% increase
" neome J i from the previous fiscal year
| | N |
[ Retum on equity] | o 13.0%, a 2.8% increase
sautty E Lo from the previous fiscal year
|
| ! _
[ Net income per share | b 153.62 yen, a 46.4% increase
’ P | P from the previous fiscal year
| co .
| L .
) - ; i An increase of 20 yen from the previous
|[ Cash dividends per Sha:m] | fiscal year, from 20 yen to 40 yen
| i
[ Total o] ' : rrrrrr 162.8 billion yen, a 20.0% increase
3 from the previous fiscal year
o = 116.3 billion yen, a 20.6% increase
[ Sharshokers' equity | , """"" ! from the previous fiscal year
)
i
|
|
i
| |
|

|
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Message fro}n the President

To the Shareholders ’

Thank vou very much for your continued support of Mori Seiki

We are pleased to present the 58th Annual Report (fromlApril 1, 2005 to March 31, 2008) of the Mori Seiki
Group. 3 l i

The Mori Seiki Group is promoting owr medium-term management plan, Mori-568PLAN for the three-year
period from FY 2005 to FY 2007, The Mori-568PLAN has:as its basic policy "to make the 10 best companies
in each industry our major customers. and to become Global One in the machine tool industry,” and commits
us to three business targets: "Mori 5 Attain a 5% share of :the world market” “Mor-é: Achieve a consolidated
cost of sales ratio of 60%" and “Mori-8: Establish a 5§ste{n that produces a minimum of 800 machines per
month” The first year of the Mori-668PLAN progressed slatisfactori!y. but part of the reason for that was the
favorable order environment and the advantage of the weak yen. In future, we plan to do everything in our
power to strengthen our corporate structure, so that we will still be able to achieve our managetnent targets
even if there is a bad order environment or a high yeneﬁxchange rate.

Also, as the Mori Seiki Group expands, we believe}that it is urgent that we build strong management
structures. Specifically, we must develop internal controltsystems in response to the Financial Instruments
and Exchange.lLaw (Japan's equivalent of the Sarbanes-O):rley Act). Act. and work to ensure that we comply
with the export controls designed to prevent proliferation of weapons of mass destruction and excess
stackpiling of conventional weapons. i

The Mori Seiki Group recognizes the paramount imporitance of its obligations as a company to enhance
corporate value and to extend the profits of our sharehelders, who understand that machine tools are both
capital assets fand products which support manufacturing throughout the world Our principle for profit
appropriation has been to make an overall judgment based on our future business plan, business results,
financial conditions, and so on before determining the prc;ﬁt allocation to shareholders and the amount to be
retained for our internal reserve. The internal reserve funds will be utilized to invest in the development of
pivotal new products and technologies as well as to consolidate our production equipment in order to
reinforce our competitive strength in the market. |

We are pleased to inform vou that, in consideration of the petrformance of the company and the economic
situation, we have decided to increase the dividend by 20 yen from the previous term to 40 yen per share.
Also, we have put in place a more dynamic dividend policy, with the aim of returning business results o the
shareholders without delay. and from FY 2006 we will issue an intertm dividend.

We look forward to continued support and guidance from!you. the shareholders,

July 2006

e S

Masahiko Mori

Presidant Dr. Eng.
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‘Qutline of Blfjsiness ;

i |
g .
> Management policy ‘ F)Analysis of financial condition and
' - | management performance
[

I
* " | As a machine tool maker, our Group has made "supply of innovative, ac- ' 1. Important accounting policy and estimates

. curale and trouble-iree machinés at compeitive prices” the mainstay of The consolidated financial statements of the Group have been prepared
s management policy, and looks forward to "Global One” stats in the based on accounting standards generally accepled as fair and reasonable
1 Ilfig'ds of CNC lathes, machining: centars, multi-axis machines and grind- in Japan and analyzed as follows with raspect to the {inancial condition
" ting machines. |‘ Iand managemant performance. Please nota that all information in this ar-

|

1

ficle that refers to the futura, including forecasts, estimates, prospects and
policies, is based on fudgments made by the Group as of July, 2006, and
since these referances to the future involve uncertainies or risks, thesa
H ! i figures could be substantially different from the eventual rasults.

! i 2. Analysis of managerial performance in the current fiscal year
| @sales
Satas wera 145.340 bilkon yen, an increase of 19.0% over the pravi-
I ous fiscal year, The sales percentage distribution by region was 43%
in Japan, 25% in the Americas, 23% in Europe and 9% in the
' AslafOcaania area. The main factors that coniributad 1o this increase
% were good demand for invesimant in plant and equipment in Japan
i
i
i

and oversgas and the cuftivation of new customers through our
strengthenad sales and sarvica system.

I @Cost of sales, selling, general and administrative expenses

Cost of sales increased to 89.985 bilicn yen (an increase of 11.4%
from FY 2004), along with the increase in sales amount. The ratic of
sales ta cost of sales dropped by 4.2 points to 61.9%, largely because
thare has Deen a significant increase in the proportion of sales of new
products whose casts we have managed to reduce.

Salling, general and administrative expenses were 39.06 billion yen
{an increase of 26.6% lrom FY 2(¢04). The main reasons for this in-
crease ware salary and bonuses of 9,987 billion yen (up 28.6% fram
FY 2004). The ratio ol selling, general and administrative expenses
10 sates rose by 1.6 points to 26.9%.

|
! : ! @0perating income
] i ! ' ] Operating income was 16.295 billion yen (an increase of 54.9% from
{ FY 2004), mainly bacause of increased sales. A closer kok at the op-
N i erating incoma on a regicnal basis reveals that there wera operating
' profits of 14,455 billion yen in Japan, 1.386 billion yen in the Americas,
775 million yen in Europe and 258 million yen in Asia and Oceania.

dinary profit and loss)

Othar income and expenses changed from 513 million yen {net val-
ue) in the previous fiscal year 1o 1.141 billion yen {(net value). The
! + main items for this fiscal yoar were a forsign exchange loss of 292 mik
b . lion yen, gain on sale of investments in securities of 917 million yen,
loss on sales and disposal of property, plant and equipment, net of
980 millian yen and impairment of fixed assets of 609 million yen.

|
!
' ' @Other income and expenses {non-operating profit and loss + exiraor-
|
1
k]
t
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As a result of thesa factors, net incoma for the current term was 13.802
biltion yan (an increase of 47.1% from FY 2004) .

|
1. Factors with a significant impact on management performance

If we look at the business anvirenment in which the Mori Seiki Group
finds iisel, within Japan the strong demand from the automobile, can-
struction machinery and hydraulic equipment industries has continued
from 1he previous year, and there has also been increasing demand from
the semi-conducior, LCD and communications fields. In the Amaricas,
thara hava besn good ordars from the energy, aircraft and semi-conduc-
tor industries. Even though Europe is still not strong, there are signs of a
stgady economic recovery, and we hava been able 10 expand our cus-
tarmer basa, especially within the aircralt industry. In Asia there has been
strang demand from the automobile, iransport equipment, general machi-
'nery and die and mold industries in Thailand and Indcnasia, and we
have enjoyed brisk business activity. The location of such demands for
investmant in plam and equipment is considered to have a signilicant im-
pact on the management peﬂorr[tanca of the Group.

1

1

‘4. Current strategic status and prospects

The Mari Saiki Group is promoting our medium-term management plan,
"Mori-568PLAN for the thraa-year pariod from FY 2005 to FY 2007. The
'Mori-568PLAN has as its basic palicy “to make the 10 best companies in
‘each indusiry our major customers, and 1o become Globat One in the
'machine 100l industry,” and commits us to three business targets: "Mori
'5: Attain a 5% share of the world market,” "Mori-6: Achieve a consolida-
ted cost of sales ratio of 60%" and "Mori-8: Establish a system that pro-
duces a minimum of 800 machinas per month,” The first year of the Morni-
56BPLAN progressed satisfactorily, but part of the reascn for that was
"the favorable order environmant and the advantage of the waak yen. in
futurg, we plan 10 do gverything in our power to strengthen our corporate
structure, so that we will still be able to achieve our sales targets evan it
there is a bad order environment or a high yen exchange rate.

5. Analysis of capital resources and fund liquidity
Looking at the financial condition of the Group, the cash flow dua ta oper-
ating activities generated 17.128 billion yen, which is up 10.274 billion
yen from the previous fiscal year's figure of 6.854 biflion yen. This rasutied
mainly from an increase in income before income 1axes and minority inter-
@s1s, Variations in the working assats and liabilities also contributed to the
improvement of cash flow generated by operating activities. Accounts re-
caivable increased due to an increasa in sales, and inventory assels and
" accounts payable rose because of incraasas in matarial purchases rasult-
ing from the incraase in the number of units produced. Cash tlow attribu-
table 10 investing activities was 3.001 billion yen, comparad with
7.014 billion yan for tha previous fiscal year. The main reasan for this dii-
ferance is that purchases of properly, plant and equipment ware 3.78 bil-

!

ilion yen, down 2.155 billion yen trom the year betore.

Looking at cash flow attributable to financing activities, thera was an in-
come of 4.525 bitllon yen, compared with expenditure ot 2.437 billion
yan in the pravious fiscal ygar. This is mainly bacause of income ol 11,542
billions yen fram issuance of bonds with stock acquisition rights. .
As a result of the activilies described above and the influence of ex-
!change rate fluctuations on the yen value of cash and cash eguivalents
owned by overseas subsidiaries, the balance of cash and casb equiva-
lents is 31.583 billion yen, an increase of 18.811 billion yen {rom the pre-
Ivious year's figure of 12.772 billion yen.

[




. i
+
- |
+
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' !
i > Future activities "~ 17 Prospects for the next term
. i
. . i |
! The Mori Selki Group is promoting our medium-1erm management plan, { The forecast for the business results for FY 2006 is as follows:
o t Mori-568PLAN for the three-year persiod from FY 2005 to FY 2007. This |
St J has as its basic palicy "to make; the 10 best companiss in each industry
N " our major customers, and to become Global One in the maching wol in- I Hait Year Full Year
; , ‘ - ) o
dustry,” and 1s us to the foll three bl targets.
. | , dustry,” and commits us to the T lowing three business targets. l Salos 74.000 157,500
‘ : " (DMori 5: Attain a 5% share of the world market ' Operaling income 8,800 20,000
| ' This has as a target expanding our share of the world market to 5%. In t Ordlnary income 8,400 19,500
CR ¥ arder to do this, we have formed sales teams dedicated to individual I Net income 4,700 11,200
- industries and irdividual custornars, and are cultivating new custom- | !
: {Mithons of yen}

ers. We are also seriously addressing the demand from our existing
customars for replacemant machines. And we are looking to boost our
H sales activities in India, Russia, Central Evrope (the Czech Republic,
Hungary, Potand, Slovenia, elc.) and Mexico, '

The above forecast takes info accouni the following points:

* The average yer-U.S. dollar market rate is set at ¥107 = U.5.$1, while
the average yen-Euro market rate is setal ¥128 s €1.

+ QOur medium-term management plan, Mori-568P LAN which is being im-
plemanted ovar the three years trom FY 2005 ta FY 2007, should pro-
gress favorably in its second year.

{ ‘

: (@Mori-6: Achleve a oonsolidate_d cost of sales ratio of 60%

This has as its target achieving a consolidated cost of sales ratio of 60%.

In order to do this, we are conducting strict cost control at tha design .,
stage, and promoting the in-house manufacture of parts and the use of
more shared parts 10 reduce’ material costs. To increase the in-house
production ratio, we have built the Casting Plant and Heat Treaiment |
h Plant at the Iga Campus and the Machining Plant at the Chiba Cam-
pus. In addition, by raising the machine oparating rate and shortening
working hours, we are aiming o increase productivity by 50% per per-
son. |

T

' (IMori-8: Establish a system that produces a minimum of 800 machines
per month, ‘

Wae are promoting innovations in production, such as cell production
and the auto campsile systamn, and monthly production is currantly i
steady at 600 units, but the markat's demands for shortar delivery
times are strictar than ever before. To mest these requiraments, we
are invasting 22 bilion yen in plant and equipman: aver threa years.
! Also, by strengthening our [cogparation with our business panners,
raising our procurement capability and reducing lead time, we are
building a system which can respond quickly to changes in demand.

|
t
|
]
I
|
!
b
|
|
i
I
|
t
{
i
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Corporate Governance

1.Basic concept for corporate
governance

In arder to increase the transparancy of managemeant for sharsholders,
invgstors and socioty as a whole, and {0 make corporate govermance
function effectively, Mori Seiki has identified as an important policy the
building and maintenance of an organization that can respond promptly
and flexibly to changes in tha business environment, and of a fair man-
agement system that gives serious consideration to the shareholders.
Wae will continue to extend and strengthen our corporate gavernance and
will andeavor 10 ensure that our business activities are rooted in an even
greater sense of corporate ethics,

2.Details of company institutions and
maintenance of an intemal control system

(D) Details of company institutions and maimenance of an intemnal control system
Mori Seiki has adopted an auditing system.

In directors’ meetings, the members of the board (Directors) are assured
af the independence to state opinions in fine with their own judgments,
and we sea the results of that. Also, by making the term served by board
members one year, we have a system in which the management raspon-
sibilities of tha diractors are made clear. Wa ara consolidating the audit-
ing system by using a board of tive auditors, threa of whom are trom out-
side the company. We alse hold regular management meatings,
cansisting of the Directors and General Managers, for discussions and
reports about important issues.

in future we will establish a compliance committae under the diract con-
trol of the Prasident. The purpase of this committee will ke the develop-
mant of attactive systems for maintaining the code of conduct, promoting
compliance, training directors and employaes, providing lateral suparvi-
sion, etc.

(2 Status of the internal audit and the audit conducted by oificial auditors
In order to be able to respond quickly to the Financial Instruments and
Exchange Law (Japan's equivalent ol the Sarbanes-Cixlay Act}, which is
axpocied 10 ba introduced in the future, we have sot up an Imernal Audir-
ing Departmant with seven fulkimé stati, which will be responsible for in-
tarvigws, documantation, elc.

As for the audit conducted by the official auditors, in accordance with the
policy decided by the board of auditors and the auditing plan, the audi-
1ors attend meatings of the board of direCtors, management meglings
and other key meetings, they hear the siatus of execution of relavant
work from the directors and others, thay peruse documents about impor-
tant decisions, thay examine the status of work and assets at Head Of-
fice and the main campuses, and if required they solicit reports an the
‘business affairs of subsidiaries and examine tha status of thair work and

assets. The three auditors from outside the company will provide guid-
ance for and auditing of the directors from the standpaint of corporata
'governance. auditing of the directars and of the sisk management system
from the standpoint ot compliance and, taking a broad view, auditing of
ovarall business management. Also, wa will assign one employes 1o as-
sis! the board of auditors. The board of auditors or individual auditars will
:exchange opinions regularly and whenever necessary with both the
President and the official auditors.

As lor the cooperation between the auditors and the Internal Auditing De-
partment, they will hold a meeting together once a month to exchange in-
formation about the internal control systam.

i

‘® The relationship with directers from outside the company and auditors
from outside the company

Ne directors from outsida the company have been appointed. The audi-
ters from outside the company have no special financial interests in rela-
I\ion to Mori Seiki.

!
3.Maintenance of risk management
systems

jMori Seiki will conduct risk managemant concerning the envirsnment, oc-
]cupational health and safety and quality through the management sys-
tem, export controt through the export control program, and risk manage-
jmem far daily business through the company’s internal elsctronic
ldecision-ma.king system.

r_‘_‘_—‘—i_
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Contributing to Society

1As a global company, Mori Seiki strives to
‘make a positive contribution to the region
and to society.

1 At Morni Seki we strive to contributa to socisty both in Japan and overseas,

1basad on our management philosophy of “contibuting 1o the region and to

| sociaty a3 a responsible coporate citizen.” Cur aim is © contribute 10 socioty

1'in the regions whare we are operating through machina toofs and manutac-

, turing, through promotion of scierlific techniques and machining technology, 1

| cooparation between industry and universities, etc. Wa regard these sociat
contributions as extremely important, and we are actively pursuing them.

!
|
> Basic principles | . I
|
l
|

MORNS ETKT,

THE MACHINET DO COMPANY,
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In future, Mori Saiki will continue io activgly, expand‘ourresearch support

- . . b
activitias through this Foundation, to promote the;technological devetop-
ment ol industrial society. -

» Machine tools lent through MTTRF

|- Reciplent (Universiy)- , & -ad i Sl
University of fllincis |

_U-ﬁivers.ity—c.:f Calitornia, Davis\

NVEQO0A/40 4

National University of Singapare
Aovsoon

Kanazawa Univarsily

Ke iz A NvistoDes .
University of Tokyo .. AcouMiiaon
Kyoto University ;| GV-503

NVD1500 DCG
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> The "Cutting Dream Contest"

Since 2004, Mori Seiki has held the "Cutting Dream Contest,” with the
aim of exchanging and improving technology and technigues throughout
1he whole machining industry. We collect products from companies, tech-
nical colleges, univarsities and f:esearch institutions involved in machin-
ing in each of the four fields, pans machining, die and mold machining/

. mold machining, micro machinind and academic research, and announce

the prize-winning entrigs at an awards coremony. nitially the awards car-
amony was covered by newspapers and magazines, and then the prize-
winning companies were picked 'up by various media. Mari Sakki is put-
ting all our efforts into promating ;this vorest, whera the exchange of cut-
ling-edge technology and the finest techniques provides the impetus to
develop Japanese manufacturing.

> "Youngsters' Science Festival"

At Mori Seiki, we hold the “Youngsters' Science Festival” in Nara, to teach
as many young people as possihfls the fascination of manufacturing. This
testival is a nationwide science education event organized by the Japan
Sclence Foundation. Its purpose fs b encourage young people's interest in
science, and to teach them scientitic ways of seeing and thinking, through
hands-on scientific axperience. By 2004 we had taken parnt tor four years
in a row. We introduced the machining of a yoyo on an NL2000Y in the
Mori Salki caravan, and presented each child with a yoyo. Through
avents like this, we hope to inspire young people to dream.

> Active participation in industry-university cooperation

1n Novembar 2004 Mari Seki donated two maching 160fs o Hai Usiversity
of Tectnoky, with i aim of stngthening Vietnam's manulacturing tech-
nology. They hold programming schools and tachnology seminars using these
mmmﬂs&dhmgstabﬁshedasewbamtarwiﬁinmm-
versity and provides technical guidance. This was the start of ur industry-uni-
versity cooperation. We also donaled three machine t0ols 1o Petra Christian
:University in Indonesia. As well as satting up these machines at the university,
.wa established a new "CNC Machine Laboratery™ which is open to students
,and local companies. In ather places, 1o, such as the “Manutacturing Tech-
nology Centor™ which we developed in partnership with Shanghai Jiao Tong
University in China, wa are actively participating in industry-university cooper-
ation, supporting research and development and nurturing human resources.

L]
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l_ 'dustrial goods, Mori Seiki promotes environ-

- regulations throughdut the company, including

' Mori Seki developad the “"Mori Seiki Eco-Policy” based on our managament

'Protecting the Environment

-As a socially respoﬁsible manufacturer of in-
:mental activities which comply with IS014001

the Iga and the Nara Campuses.

+ concept, “Protecting natural resources and presenving the anvironmental well-

being of the earth.” We consider that taking the initiative in protecting the emvi-
" onment is an essantial role for a leading company in the maching ool industry,
" which supports all other industries. We work together to achiava this goal and
1 have established the Emvironmental Managemant Committee.

i
l

> MORI SEIKI Eco-Policy

|
' (D) ‘Treat resources and energy with importance. ) |
The use of resaurces such as elactricat power and paper, and the use of fos'sil fuel energy such as heavy oil,
will be reduced. Also, the recycling and reduction of waste will be promoted. '
l :
{& Manutacture products that are environmentally friendly. |
Pramota the development of goods that increase the recycle rate of paris while reducing noisa, increasing dur-
ability, and reducing the usa of natural resources. |
1
' ) N | "
@) Increase the awareness of employees of environment preservation.

\
To increase awaraness and to practice environment preservation activities, all employeas will be educated and
trained. Also, all related companies are requested to do the same. i ;

@ Environmental goals will be set and appraised periodically.
Environmental goals and results will e checked periodiczlly and efforts will be made far continued improve-

ments in environment management. ,

. . .. .
(5) Cooperate with environmental policies as a member of society.
Laws on enviranment and othar related matters will be maintained. Also, our own management standgards will
sat and strive tor satisfactory anvironmaent pregervation activities, . |

{8 The upmost will be done to make available any informationon environment preservation.
) I

1

We are working I0pether as 2

whole company 1o preserve the ervironmart,
Mo Saike,

Environmental Management Committee.

13 ANNUAL REPGAT 2005
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> The three bases of our activities to preserve the environment

Environmental awareness - .
nvl m =
educational activities | Environmental management sya-tom Development of environmentally-friendly technology
Educate amployees 10 ba awara of the impor- Eslablish a system which compiies with the envir- Develop technologias 1o reduce the environmental burden caused by our
tance of prasarving the arvironment, and give onmantal managemend system (5014001, ang 1actonies and prducts
them the necessary traiting | rraake cONtILGS ITpmvenenls 10 8 ' |
1
Preventi §S ces, !
| ' i
proving the energy efticiency of our Proper control of industrial wastes and probibi- @S resoucesRecyclng @Longer procucy ite
through colaborative research projects with organi- tion/reduction ol hazardous substances. | Product designs which aim to recycle  Extending ke of producis by feviewing

zations involed in development of new energy { usad products and reduction of indus-  structures and structural components.
sources, industnal and technological structures, etc. ' trial wastesiwaste oil. Reduction in the

Aecuction in consumption of power and haavy-fuel } amount of papér used and promotion

oll at faciores and campusaes. | o recyching aclivities.

' ' |

|
! :

| .
2> Environmentally-friendly machines ;

We have added functiéns to solve environmental problems, which helps customers
save energy and costs. i

* Reduced consumption of lubricating oil
For example, with the NV4OOQ DCG, wa succeeded in reducing the hourly consumption of lubricating oil by ap-
proximately 1/6. | [

.* Reduced consumption of power : '

|
We have reducad power consumgtion by reviewing equipment with a high environmensal load and adding func-
tions which enable high-efficiency operation, .

: |
Adopting a power-saving hydraulic unit (using an inverter-type oil cooler |
.+ Automatic machine light OFF function (automatic sleep function) i
Standby power reduction fdm:th:on — in collaboration with NEDO (New Energy and Industrial Technology
Development Organization), since 1999 wa have been conducting research on reduction af power consumption
when machines are on standby. Wa consistantly pursue anergy savings during‘ non-cutting time, reflecting them
in cur product development. ot

|

!

Enargy-saving satiings screen

o
Occupation Health and Safety Policy

1. In order to prevent our statf suffering industrial accidents, we research past cases from a scientific perspective and implement appropriate
countermeasures so that we can reduce the number of accidents at work. |

2. We make offorts to continuously improve the occupational health and safety management system, and health and safety activities.
3. Creating a “occupational health and safety* culture among the staff. ¢

4. We set and pericdically review our objectives for occupational health and safety.

5. Abide by the laws and regulations and other requirements as a member of society.

6. We endeavor to publicize iﬁfon'nation about occupational health and safety.
[
1
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Striving to become
GLOBAL O

: |
‘Medium-term management plan, Mori-56 8PLAN

For cusiomers, wa believe lhat;the greates! value in a machine tool manufacturer is “continuity.” Continuing 1o build machines which raise their productivity,
continuing to provide lasting support, In order to provide customers with the Ia!es.} and best technology and service with this kind of continuity, our goal is to
becoms Global One among machine ol companies. For this reason, in FY 2005 we developed our three-year medium-term management plan, Mori-568PLAN,
to tree ourselves from dependence on the current businass environment, to adievala stable davelopment model for our corporate managemaent, and to become a
busingss pariner in whom our customers can have complate confidence. We are always devoting 21 our efforts towards continuing to suppon improvemants to our
customars' productivity end efficiency wordwide. Under the Mori-56BPLAN, we are making excellant progress towards our goat ot achisving Global Ona.

!
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@ Medium-term management plan, Mori-568PLAN

! {
Mori-5: Attain a 5% share of the world market,

We are aiming 10 increasa our ordar share of the global market from the FY 2003 figure of
3.5% o 5%. During FY 2005, ihe first year of our Mori-568PLAN, we axceedad our target
of 4.0% {141 billion yan}, achieving 4.2% (145.3 billion yen). Our sharg is progressing
steadily towards cur FY 2006 target of 4.5% (sales of 157.5 billion yen). ' |
|
I

> Global share and sales
(%) (100 mifhon yen)

0

06.3 i15x] 083
ETarge: EACuai resull -8-Cilobal share  (Yaar/month)

- Mori-6: Consotidated cost of sales ratio of 60%

Wa are aiming to reduce our consolidatod cost of sales ratio from the FY éoo§ figure of
'66% to 60%. Qur target for the first year was 64%, but by promoting in-house praduction
of the whole procass from raw matarial to the finished units and working to reduce costs
‘in all areas, we managed a much greater reduction, 1o an incredibla §1.9%. This result
was achieved not only by striving for organic cost reductions in every departmant, but
also by strengthening our relationship with cur suppliers. '

> Consolidated cost of sales ratio

(%)
10

WTarget MRACtusl resh (vwarmonth}

Mori-8. Establish a system that produces a minimum
of 800 machines per month

In order 1o establish a system mai produces a minimum of 800 units per manth so that we
can deliver our machines te cusmmers more quickly, we are promoting various'innovanve
production systems such as cell production. Qur targst for the first year was soq machines
per month, but our average for the year was slightly lower, a1 592 units. Howevar, in March
20065 wa reached 717 units, so we are confident that we are devaloping a syslam which
can mest our target for the sacond year of 644 machines.

> Monthly production

(Unas)
1.000

WTarge:  MACA rehuh (¥gar/month)

T L 5]
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@ 'Mori-5

Medium-term management plan, Maori-S58PLAN
Attain a 5% share of the world market

> Review of activities for FY 2005

We were able to achieva excellen! sales results in FY 2005. Sometimes,
however, the maching delivery and repair schadules did not go as we ex-
pected, becauvse of a sharp inct_aasa in demand tor machine tools. After re-
viewing these problems, we increased the number of employess involved in
sarvice, defivery and sales. We must prove that "Mord Seiki is different” by
improving our employees’ knowledge through frequent and thorough train-
ing. Even a good machine will Isa its appeal if it is not dalivered quickly. At

. Morl Seiki, wa promise our customers that machines with standard specifl-
cations will ba detivared within four months. Of courss, this can only be ach-
iaved with support from cur suppliers and through innovative production sys-
tems, such as cell production using autocamp sites. We are eiso doing our
utmost 1o reduce the tima taken before orders, with our online quotation sys-
tem and by changing our organizationat structure to speed up internal re-
views. Tha giobal economy, which is thriving in all industries, has pat Mori
Saiki in a strong position for FY-2006. In order o make the mas! of this op-
portunity, we will continue to implément various sales strategias.

17 ANNUAL REPORT 2006

> Major strategies to achieve Mori-5

* Strengthening sales power in Europe and Asia
by increasing the number of employees

- Further expanding the sales and service network

« Forming sates teams by industry and customer

? Order situation for 8 major machine tool manufacturers

{MER yan) {Source: Hidan Kagyo Shimbun)}
15,000

B4 6 B W 12042 4 6 B W 12052 4 6 8 10 12 062

OMmon Selkl BJTECT HMOkuma Grovp HMakine ETsugami
DToshiba Machine Group IOKK  EEMitsubisht Heavy Industries

TTT——

%_‘_i‘\—ﬂ
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: @ Striving to become GLOBAL ONE

Medium-tarm managamant ptan, Morl-588PLAN

GlOb&' SaleS Strategies Wa are aiminglto attain a 5% share of the workd market, and our results are steadily improving.
} t

> Results of the act'ivities of the Strategic

"~ Large Account Dtiapartment

In line with the basic policy of our medium-tarm managemant plan, Mori-
568PLAN, which is "to make the top 10 companies in each industry our
customers and 1o achisve Global One in the machine toal industry,” we

'firsl increased our salas parsonnel. As part of aur effors, we established

i

the Strategic/Large Account Depariment, which consists of special sales

" teams by industry and by customer, o cultivate major new customers.

After ane year, we can already seea successful results. They have mads
a total of 712 visits, with a monthly average of 79, resulting in orders for
42 machinas worth 1.021 billion yen. In future, we will continue these ef-
forts, and strive to take tham even further,
|
i
) [
1 ) ,
> Expansion of our sales and
service network |

Wa have besn overhauling our bases to provide even more precise sales
and sarvica for our cusiomers, who are expanding their businesses to all
parts of the globe. During FY 2005 we estabiished the Prague Technical
Center, which is in charge of sales in tha rapidly growing Central and Eastem
European ragions, and another base in Great Britain to reinforce the sales
'systern in the European market. {We also opened six Technical Centers i
Japan, in Niigata, Amagasaki, Shiga, Shizuwoka, Tokyo and Shinagawa, with
'the aim of expanding and strengthening our sales and service natwark both
here and overseas. in FY 2006 we are planning to establish fiva bases in in-
dta, China and Russia. From Apnl 2006 we expandad our strategic business
afliance with Ellison Technologlas. Inc. in the U.S.A, and started selling
through them in eight Midwestern states, including illinois, Ohio and Michi-
gan, which were bnner?ypanollour direct sales network. By merging our
' sales and service systems with Ellison's, we expect 1o doubls our sales and
service power in this region, which is central to the Amarican machine indus-
try. What's more, we will also promote globalization of marwals, control units,
price systams and finance, in order to pravide customers with unifonm high-
quality sarvice and consistent trade conditions throughout the world.

|
|
|
|
!

|
'
2 Number of visits by industry

{Visits}

H2nd Quarter E3nd Quarter 4t Quaner  Geaneral machivey

> Distribution maps before and after the alliance with
Ellison Technologies, Inc. in the U.S.A.
t {Batore the alliance}

[
!
f
{
;

MOR! SEIKI MID-AMERICAN SALES
| sales results for FY 2005: 350 units

lEﬂisonTad‘mlooles Inc. WCompany N ICompmyTr RCompany Ma
BConpany ) BCompany B RIMSMAS HCompany Ty [JOpen
#* ERaon's 2aes results in the other 11 states for FY 2005: approx. 300 units

Moo T

‘3
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; N
Mori Seiki's |Global Network

1
> Europe | Do
This year marks the second year of our medium-term management plar, |
Mori-568PLAN. The FY 2006 salas tarpets for Europe have been set 20% :
higher thart the results for FY 2005. While thesa targets will not be easy, be- |
causs of tha economic climata in Europe since the 4th quarter of FY 2005, |

'they ara achigvabie. Qur sales targst in Europe for FY 2006 is 35 bilionyen |
(274.020 milion Euras) . |
| think that evarything starts from sales activities. Our job starts whenthe |

, sales personnel go out to looklfor orders. As a Sales Department, our+ l
main goals are 10 improve pur rr:larkel coverage and to make sure thatall
our, salespeople maet their own sales targets. We must also enter new

" markats by introducing many new products, without indulging in mean- 1
inglass price wars, add valus Ito our sales by taking advantage of the |

- strength of Mori Seiki Europe’s overall sales organization, and make sure |

, that we achieve our target ope!raling profit, In order to do il of this, we |
need to increase the number of employesas capable of muttitasking by im- |
proving the individual skills of alt our staff in Europe, 1o conduct efticient )
scheduling, and 1o improve cus‘tomers' satisfaction with no waste. Thase
are the most effective ways 1o suppon sales activities.

The direct sales system in Germany is starling to gst into gear, and the
European economy has besn baginning o imprave since January 2006. .

.,__.ﬁ‘ , \"":;
2NN

> Machining example

Ouwr delivery rasults are increaéing In the parts machining industry tor
automabiles and tor large ranspon equipment such as airplanes,
ships and trains.

Sales of genera! indusirial equipment have been good overal], thanks to
the racavery ot domestic demand in Germany and ltaly. The favorable
conditions in the asrospace industry in France and Spain look set ko con-
tinue for another thraea to four years. And since it is likely that investment
in plant and equipment in Cantral and Eastem Europe will stay about the
same as iast year, we ara sure that we will achleve the final Mori-568
PLAN European sales target of 42.5 billion yen.

?» France Technical
Center .

it houses the largest
showroom in  Europe,
and a Service Centar.

Takeshi Saito

Senior Execuiive Managing Direcior

. Salds HQ Vicg Executivs Otticer

~ MORI SEIKI EURQPE President
Eurcpe Depanmeni

¥ Fhoto provided by: Tmor Engineering Lid.
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487 Striving to become GLOBAL ONE

Madium-lerm management plan, Mor-S88PLAN

? Our bases and distributors in Europe

7.

Fen

F&: 3% ancwy

' I |1
Yasunor Hamabe SCHMIDBAUR H.PETER WOLFGANG SCHAEKEL MICHAEL BEHRENS

Director MORI SEIKI DEUTSCHLAND MORI SEIK] DEUTSCHLAND MORI SEIK DEUTSCHLAND
! Sales HQ Vice Exscutive Officar SALES & SERVICE SALES & SERVICE SALES & SERVICE

MORI SEIK| GmbH Prasicent Stuttgen T.C. Hamburg 7.C. Munich T.C.

Dissakiort T.C. Regional Manager FReglonal Manager Flegicnal Manager | Maznaging Manager

' |
SYLVAIN BADIN VILIAM BIGHI

M5 SYFRAMO SAS. MORI SEIKE ITALIANA SR.L. MORI SEIXI (UK) LTD.
Sales Director Regional Manager & Managing Director
Regional Manaper Vice Presidert for Sales




> Americas

In FY 2005, we made wo strategic decisions that we trust will positively impact
FY 2006 orders as well as alt subsequent year order objoctives. First, we
maved our Corporata Headquarters rom Dalas, Texas to Rofling Meadows, IE-
1o, & suburb of Chicago, ilinois. Secondly, we transfermed the distribution
nights in this specific Midwest region from Morn Seki Mid-American Sales, Inc.
(MSMAS) to Eltison Technologies (ET). This region comprises approximately
35%mﬂmmmWawwmmmmmm
Ouwr over-all goal in making hese wo strategic changes was a simple one: ©
'double the machine tool order level in this region from the mid 300 unit
' rangevyaar to 700 unitsiyear within the nexd 2 %0 3 years. First impressions being
' accurate, wa are wel on our way (0 success on this important front. Therefore,
FY 2006 wil be a financially successful one, especially in the |ater half of the
year {October 1, 2006 and March 31, 2007}. Addiionally, we now have a
" more singuiar-basad focus throughout Mori Selldé ULS.A., Inc. that we have sore-
Iymissedhﬁwreoempmtﬁehgfmsadammiverymuaaﬁrgamm
municative infra-structure inside our company that is reak-ime accessible for our
distrbutors, present end-users, and other prospective end-users, has been a
derived benafft of the decisions mada in the previous fiscal vear, Thds affords
our company's management team the opportunity 0 wtiize more of their me
and abifities on pro-active business matters in thelr areas of responsibiity that
b

Thomas R. Dillon

LAORI SEKIU.S.A., INC.
[ Presiden: and CEO
Americas

il

| wil {ideally) foster deeper and more long-term dividends. This is in stark con-
trast to the mare common, re-active form of managoment thal addresses only
short-term, tasi-onertad cbipctives for the most pat. You can count on Man

'SeldU.S.A.ImndoMmavmisnecassarymanainhsFYZUOBMBOgoals

1 as well as fortfying an already strong foundation from which 1o grow our busi-

| ness in the upcoming years as wel.

I

!
1> MORI SEIKI U.S.A,, INC.
¢ Chicago Head Office

Our Head Office moved from Dal-
las, Texas to Chicago, lifnois. It
alse funclions as a Technical
Canter and a Call Ca 7

o

> Machining examples
Machine tools ara heavlly involved in varioys ingustries in the enargy
field, such as cil-well drilling system pans, pans for large iranspon
equipment such as aircraft, and ultra-precision machining industries
such as the medicat industry.

#Photos provided by: EBI Medical, Inc.
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487 Striving to become GLOBAL ONE

Madium-term management plan, Mor-S63PLAN

» Our bases and distributiors in the Americas

'MARK H. MOHR

b

|

Takeshi Kitagaito

MORI SEIKE MEXICT, 5A.DECV.
Regional Manager

MORI SEIKI BRASIL LTDA.
Manager

Regionsi

The Parls Center holds 16,500
parts and responds quickly o cus-
tomers' requests as the largest ser-
vice/pasts base in North America.
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> Asia/Pacific/New Regions

First, wa are going to put a lot of emphasis on rainforcement of our ser-
vice and enginesring support in Asia/Pacifi’New Regions, and we will in-
crease the number of sales/service bases ang employess in these areas.
In China, we wili establish lhree;naw Technical Centers in addition to the
current eight. In India, we are planning to build Technical Centers in two
places. We will continue 10 make active investments, in order to provide
"our customers with reliable suppart.
|

> China Sales Headqua:‘ters

Wao have established the China Salas HQ - .
|in Shanghai, as the head office for the
eleven sales bases in China. We also as-
tablished & Parts Center there to reinforce
our service.

Toyofumi Nishio

Director
Sales MO Vice Executive Ofticer
JapanrAsia Department

> Our bases and distributors in Asia/Pacific/New Regions

> Machining examples

We have many machining examples of things which have become
indispensable in modem society and industry, such as semiconduc-
tor manutacturing systems In the IT fiald.
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n & Striving to become GLOBAL ONE

Madium-temn management ptan, Mork-S88PLAN

> Japan

Woe believe that active investment In all industries in fapan, such as tha
automebile and construgtion machine industries, wilt continue to grow. In
arder to meet our customers’ neads and expectations, we will strive to
provide even better support, not only by improving the quality of our
products, but also by offering speedy sarvice, tast and accurate parts or-
ders/shipments, proposals about finanging and ways to increase their
productivity, etc. !

'

» Expansion of sales bast

In FY 2005 we opaned Technical Centers in
Niigata, Amagasaki, Shiga, Tokyo and Shi-
nagawa. Wa will continue to strengthen our
sales and service system e A

> Machining examples -

Wa have been receiving high praise not only from custormers involved in
parts machining in tha automobile industry, but also from companies
doing parts machining and di¢ and mold machining in the consumer
elactromics industry, such as mobile phones, audios, TVs, ¢lc

> Our bases in Japan
1

@Campuses

#Photo provided by: Honda Motor Co., Lid.
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Purchasing | SCMHO)
Executivedificen

Medium-term management plan, Mori-588PLAN
Consolidated cost of sales ratio of 60%

> Review of activities for FY 2005

The core of our efforts to achieve Mori-6 is cost-reduction activities at the Pur-

chasing SCM HQ: During FY 2005, we impiemented the fodowing 3 steps:

(D Suppliers were involved right from the development and design
stages to achieve the target design price.

@ We reduced the costs for selected models.

(3) We reviewed the types of packing and methods for shipping, and
reduced the packing costs.

Theough these elfons, we have activaly adopted valug analysis proposals from

our suppliers and designed machines which meet the target prices. Our suppli-

ers have also been able to review their preduction metheds and reduce their

oosts in amder to achieve the targat prices. [t is only by buiding this kind of win-

win relationship with Qur suppliers, based on mulual wust, thal wa have been

able o achieve kasting cost reductions. As a result, wo were able 10 achiove a

matenial cost to sales ratio of 47.2%, which was close 1o the Purchasing SCM

HOY's target ratio of 47%. This brought us one step closer 1o Mon Seilds FY 2005

target in the Mori-56B8PLAN, a consolidatad cost of sales ratio of 54%.
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» Major strategies to achieve Mori-6

Reductions in material costs

+ Expansion of in-house production — Casting Plant,
Heat Treatment Plant, introduction of new machines and equipmentt

+ Rationalization by introducing new models (N Series ratio}

» Standardization of peripheral equipment

. > Trends in cost of sales ratio

%)
%60

wo. I LR T T T T T T T LRI I

| Morseeran § 7N 7T -~
| Targetlinej... . - ... oL

.Y S
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' A
23 NI N3 LI B3 43 %53 %63 973 W3 93 003 013 @3 33 043 053 063
(Year/month)
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" which are needed tar assambly from the shelves in tha parts praparation

© We review the machines at the design and development stages, taking

48~ Striving to become GLOBAL ONE

Madium-enm managament pian, Mod-S88PLAN

{
i

Cost Reduction Activities we promoting éx)si reductions throughout the company, centarad on the Purchasing SCM HO.

> Strict management of parts in stock

When parts are dalivered by sup;')liers or transterred within the factories,
they are managed ong by one by reading their information with a bar-
code reader {BHT). At cur production sites, when we deliver the parts

area as a preliminary .process for cell production, wa input the defivery
with the BHT, using the QR mda.' In this way we can improve the accura-
cy of our inventory management by managing parts in stock properly, re-

ducing unngcessary slock and excessive orders.

i
1

|
> Reduction in transportation costs

the packing size at the time of shipmant into consideration. We hava suc-
canded in changing the packing type and method, and reducing packing
costs, By working togethar otgaﬁically in this way, every department in
the company, including the devetopment and design departments and
the Purchasing SCM HQ, is steadily improving efficiency 10 reduce trans-
portation casts. Design
! HOQ, wherg 20 the

‘ }
:EffOf'tS TOW&I’dS 'n' HOU Se PrOd UCtIiOFI Reducing costs while optimizing quality and defivery.

> Increased in-house production through
. the installation of new equipment

We have been promoting in-house production of structural components
tsuch as sheet metat and efectrical cabinets, and parts such as couplings - s
and ball screws which affect machine tools™ accuracy, to improve the e

quality of our progucts and 10 achigve shorter delivery times. In order 10 fifﬂ[ﬁ m

expand the scale of our in-house production, in September 2005 we es- S 3
tablished the Heat Treatment Plant at the Iga Campus to do all heat | Sheet metal procuction Sne
‘treatment processes in-house, and in March 2006 wae started the Casting |

Plant far test machines at the same campus. The Sheat Metal Plant and

the High-Precision Spindle Plant were completed in August 2006.

Through these ettorts we are expscting even greater reductions in the f

material cost ratio for the N Series, which has already had excellent re- '

sults, Also, we have developed a preduction gnvironmant which can re-

spond 1o changas in the markel. This has not anly improved the quality

of our machines and reduced delivery times, but has also strengthened

our production capacity and lowerad our material costs.
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5 =
="Mori-8

Establish a system that produces a minimum
of 800 machines per month

> Review of activities for FY 2005

We received many ordars from mlstumers during FY 2005, which resulted in an
increass in production amount. One reason why we were able o achiave our
onginal sales targets and establish a satfisfaciory mass production system s that
wa stuck to our schredule for introducing equipment for producing major compo-
nants for machine lools, such as spindles, ball screws and curvic couplings.
Other reasons include reducing quenching lead tme to 1/3 by doing al heal
beatment processes in-house, and significantly imeroving assembly efficiency by
raising the N Series' production ratio. Wa installed a spindle grinding line with two
grinding machines connectad by a gantry loader, ball screw grinding machines,
ball nut grinding machines, and high-precision eurvic coupling grindng machines
as equipment for producing ma'pr!eompmems. The Heat Treatnem Plant siar-
ted oparation in Novemnber 2005, and wa are already able 0 do haat treatment

‘ for 70% of the products which need it inhouse. By the end of FY 2008, we will

ba able 1o do them all in-house. The production of the N Series has been stead-
iy increasing, and it now acocounts for 70% of the machines produced at Mori
Seki.

27 ANKUAL REPORT 2005

» Major strategies to achieve Mori-8

]

t

| * Increasing production by reinforging the Chiba
Campus

oo Improving machining ability by reinforcing equipment

IJ * Increasing cell production ratio (N Series ratic}

N SCM strategies involving suppliers

i

' » Trends in number of machines shipped

[ 1 1 ¥ 1
Me5 6 78 93 WNH20502 3 4 56
IEN Serlas  LI0ther @ N Series shipping ratio
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487 Striving to become GLOBAL ONE

Modiurn-lerm management plan. Mor-563PLAN

$

FY 2 0 0 5 NeW P'ant and EQUiprhlent Wa are pushing ahead with strangthening our production capacity.
: 1

i
> Chiba No. 2 Plant

At the Chiba Campus, we'davelop and manutacture our multi-axis ma-

chines, including the NT Series. Allhough we were trying 10 increase pro-
* duction of this Series as one of the strategic machines for the *Mori-568

PLAN,” we ware not able 1o secure sufficient machining and assembly

. spaces with the existing plant and equipment 10 meet the large number

of orders, $o it became urgant to expand the factory. Tha new plant has

a total arga of approximately 1?.000m’ and a floor space of approxi-
mataly 7,000m?. We invested a.total ot about 4 billion yen in the land,

buildings, machines and equipment. We split tha tunctions ol the factory

in two, with the Chiba No. 1 Plant (the existing building) as a specialist

assembly plant and the Chiba No. 2 Plant (the new building) as a spaci-

Ialisl machining ptant. We are planning to increase the monthly produc-

sion from the current 50 units to 100 units by the end of FY 2007,

7 Heat Treatment Fi’lant

The establishment of the Heal Treatmant Plant allowed us to do all heat treatment
pmooessas in-house, such as carburizing and quenching of ball nuts and lange and
medium-sized curvic couplings, ion-nitricing of spindles and gears, eic for machin-

‘ing centers, and high-irequency induction hardening of spindles for lathes. This .

reduced lead time dramatcally. CaUMZ"  y.anges i wad tme for
ingarl:lq.nerdﬁ'lg,mmusadmlma heat treatment processes
nire ckays, ¢an now be complated in throe
days, and ion nitiding has been short-
anad from seven 10 thwea days, Tha i Camdeing

Thouse production ralios ara curenty 719, 29 uenching
for carburizing and quenching, 38% for
‘ion nitriding and 91% for high-frequency
‘induction hardening, and they wil be in-  Hghveguency

creased 1o 100% during 2006. rcton hardenng

lon nitriding

. . |
Cell Production/Auto Campsite SyStem we us s asemy eficincy andimprosing procuesy.

Chiba Campus

|

Lelt: Heat Treatmant Plant  Top right: lon-nitriding system and inside view
Bottom ripht: Carburizing and quenching hinaca

We were tha first company in the r:na-
chine too! industry to introduca the call
production system, which attracted
much attention, and our awn reifne-
ment of it, the auta campsite system,
which has alfeady proven its worth,
The implementation ratio is currently
35%, but by the end of FY 2006 all N
Saeries machines wil be produced un-
der the cell production system, which
will improve our assembly efficiancy,

> Auto campsite system

This s & sysem 1 which e laciry e dhvided
Ok Mk, B dA TR STk, Al A
bnid eat I sdwrce U e Gwelr, Y] ohw
et ciank the winie iimerribly, The resconshEies
of sach worker aew Al chirilad, which inacs B a0
IErowTrve I Quinity.

> Cell production > Conventional systems

This & s mkawvibly bw Sl i which emgipies
e SO O St SR f Tob WO Lom i SO
sty doch DG, 8] K I Gn e € M-,

xgon ohont dwadines.
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487 Striving to become GLOBAL ONE

| Madum-lenm managemen plan, Mork-368PLAN

|

!

. |
1 1

[

"o

FY 2006 Ne\f\ll Plant and EQUlpm We are giming to further stangthen production capadity and improve qualty.
‘ i

]
i

7 Casting Plant |

We astablished tha Casting Plant at the Iga Campus with the purpose ol
dramatically reducing defivery times for castings, which used to be a bot-
_ tleneck which slowed the development of test machinas. We started test
.casting from June 2006. The Plant has a monthly production capacity of
200 tons, and uses the full mold technigue 1o speed up dalivery. Thanks
lto this technique, castings whicr|1 took 1.5 months with the wooden-jiorm
«tachniqua can be deliverad in two weeks. Alsc, the lact that we now
‘manufacture cast metal for lest!machines in-house and own the manu-
Jfacturing 1echniques has had many benefits, such as highly accurate !
price analysis, quality training for casting suppliess, feedback to the De-
.sign and Development departments, etc.
1

? Sheet Metal Plaqt

, In August 2006 the Shaet Meztali Plant, which used 1o be just a shest met-

, al production dine at the Iga No.1 Plant, started operation as an indepen-

| dent, spacialist factory for machlin‘mg and coating the sheat matal used in
machine bodies and efectrical cabinset housings. lts machining capacity is -
live timas greater than bafora,f and its coating capacity 7.7 times. We
managed 10 reduce the machining time for sheat metal for cabinat hous-
ings irom one week 1o three days, which plays a big part in the prompt
supply of sheet metal to the aésambly lina. On a unit basis, we plan 10

. achieve in-house production ratios of 35% for machine bodias and 50%

| for electrical cabinets. | ’

§f - EAS

Extericr of Sheal Matal Plant

'
|

2lga High-Precisilon Spindle Plant
We upgraded the iga High-Prec:!sion Facility to construct the Spindie Plant,

" which since August 2006 has ir;negraiad all the processes for spindle pro-
duction. At this tactory, we mnd?ct thorough deburring, washing and meas-
urgment, as well as careful assembly and consistent production using the
call production system, in order, 10 improve qualty and to shorten delivery
times. We use electranic standards foms for the call production system, and
our cperaters do standardized éssembly based on the instructions on the
screen. Pans accuracy, assembly precision and running performance infor-
mation are all digitized, ensuring the quality of spindle units. We aisc ptan to
reduce machining lead times by"using automated equipment with robot sys-
tems and loader systems for machining, in an integrated production systam
tfrom raw matarial 1o finished product. Betore wa established this system, the
manthly production of spindles was approximately 850 units, but with this
system we expect it o increase by 30% tc about 1,100 units in FY 2007,

29 ANNUAL REPORT 006
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Our Efforts towards Quality

|
i
I
[
§
{
I
[
|
|
1
i

‘What we mean by "quality" is everything re-
lated to the products and customers, from
development and manufacturing to sales
and service. The constant search for per-
fection is the Mori Seiki approach to quality.

> Review of activities for FY 2005

At the Quality HQ, one of our goals is to establish the brand image,
"Quality is Mori Seiki.” In FY 2005, which was the tirst year of our me-
dium-term management plan, our aim was to improve design and pro-
duction quality and customer satisfaction. Basically, problems which oc-
cur In the fiald are taken {0 the weekly Cluality improvement Committee
(consisting of representatives trom the Development and Manufacturing
HQ}, and the cause is pinpointed. After that, we 1ake steps to prevent
the problam from re-occurring, standardize procedures and spread them
throughout the company. We are continuing to call customars one year
after their machines are delivered, to find out their tevel of customer sat-
istaction and to make any necessary corections. Also, problams with
quality are discussed at management mestings so that we can deal with
them at a company level. )

Production facilities whers “qualty is ouf 10p
priorty”

> For FY 2006

In FY 2006 we will review the whole arganization to make targets and re-
sponsibliities even clearar, change tha color of uniforms for the employ-
oes in the Quality HQ to white, and continue our strict, uncompromising
attitude towards quality,

Evalugtion tests &t 1he D
Tesing Cander
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» Pursuit of customer satisfaction

At Morl Seiki, we consider "Customers' requests are all demands for
quality,” and wa are doing our utmast 10 improve the quality of our ser-
':/ioe as well. As part of our efforts, in FY 2005 we started calling our cus-
tomers 10 obtain feedhack, We will continue t0 do this in FY 2006, in or-
" der to hear the customers' opinions, to fix problems and o increase the
level of customer satistaction. '

|

> A lateral organizational structure, with the Quality HQ in the center

Wa relloct our CUStomars' opinkans in pur products and services, in crdar to improve quality.

!

(® Contacting customers just before one year after delivery
One month before the customer's 1.year warranty expires, we check 1o
'sea if there is anything we can d|° or if the customer has any complainis.
'We have established a system in which complaints or requests from
tustomers are swiftly passed on 10 the appropriate depariments, which
"take the necessary action. We make surs that we check in with dissatis-
"igd customers again one month later, to see if the situation has im-
proved. As a resull of these effons, we receive requests from about 10%
of our customers, and we respond immediately.

(2 Contacting customers ‘after the acceptance inspection
Sales are recorded on an acceptance basis, and in February 2006 we
starled investigating il our customars were complately satistied with the
accaptance inspections they raceived. As a result, about 8% of custom-
ers had requests after the accef:tanca ingpactions. Therefore, we estab-
fished a system in which the appropriate departments take agtion for
these requests immediataly, through the Quality improvement Commil-
8o,

)
In FY 2006 we will continue our efforts to raise the {evel of customer
satisfaction, with the aim of lkeeping the customer complainta/re-
quests ratio below 5%.

1

> Quality in design
mmmmmsmmmuwmmmm
intonsive etiorts to improve quatty, In particular, ey heid repeated and thorough discuss-
Sions and experiments or & whold year 1 ensuse that the designs kr spindes, which arg
the heart of the machines, wera rabust Also, in order to implement perfact quaty assir-
ance during the development procass, we carTy out comaction, preventon and standard-
Zation for problertes whith hetve oceurted in the Bekd, and conducs chwcks on every single
one of our newly developed modets and on the first products after design changes. As 8
Festt, the number of machines which had problerts within one month ahier defivery was
reduced by 27.5% (18.9 machinesmontt) comparad wih FY 2004, n FY 2006, we
lrmmmedawhspeuim (MDR) pmcess sticter when dacking whether 10
Move tiew modes 0 ass-prodcion, and widsnad the conditons of approval 0 incdo
oty completig the design spection, bu afso providing cormples sales and sarvics
Iln2006,WMapmdtheofwerZG,OOOhous,myoﬂarhig'lrshbﬁry.

|Design using 3.0 CAD
i

)

> Quality in production
|wemtrwammwmnwingaﬂﬂ-aamsmm-
ing the produd inspection [rocess, &ven 1o th level of checking who the operators
wera, and find out the real causes. Also, by making Let's talk with figures not with va-
gue expressions” our slogan, we are comimitiad to measwing everything. What's mora,
we place heavy emphiasis on the CQuality Plan Sheets (QR Process Sheet, Operation
Standards Form, Check Sheat) which detanmine the quality of the merufaciuing pro-
cess, and conduct qualty andits. As a result, we were able to reduce the number of
| machine breakdawns within one month after defivery by 54.2% (average 7.3 break-
| downs/month) compared with FY 2004, and the number of points discoverad during
| product inspactions 1o &n average of 1.77 points per maching (2.45 pointsimaching for
| FY 2004}, Dusing FY 2005 we gave prorty 10 production ang shipmen, but now we
" have a stict e that machines which have ot been through a 10C-hour raning test
may nct be shipped, taking a tough, uncompromising attiiude to achieve high quatiy.

| . A g | 5

| Inspecticn batora shipment using laser
| messumment

Inspaction of postticring accuracy and
répestabitity uing & Wser measuring device




l reduce the total repair tima, and ara developing an eflectiva.

Service & Parts

iin order to maximize the operating rate
of the 160,000 Mori Seiki machines run-
ning at customers' factories in 67 coun-
tries, Mori Seiki pursues "perfect quali-
ty" in terms of service.

b Quality of service

As a partner io improve customars’ productivity, we strive to repair their
lmachinas as quickly as possible to maximize their machines' oparating
rates. Mari Seiki's maintenance servica system, which consists of Ser-
i vice Centers, Technical Conters and Parts Centers, offars our customers
l high-quality, high-speed service throughout the world.

? Service flow

Mo Seki has been providing our customers with 24-hour a
day, 365-day a year telephone supporl well ahead of our com-
petitors. We have established cur own unigue service flow to

sysiem to Jdise our customers' maching operating rates,

‘ Service Conters
]
e L
[Redesatormany]  [Reaioss G impa]

| Parts Centers Technical Centers 0% o s
Pang shipment ra- Dispatching porson- are sohved over
tha within 24 hours nol quickly usng a phone by our specl-
qver 30% GPS systom abksts in each model




o

> Mori Seiki‘'s global service network

) Service bases

i
?> Service Centers \[ {
At our Service Centers in Iga and Chiba, which are the bases for all the
service calls in Japan, we have elxparianced technicians who are special-

ists in each model 1o answer customers’ questions 24 hours a day, 365
days a year. We storg information abous the tusiomar, their machings, l
their repair history, elc in our database, so that we can take the shortest
route to solve the custemer's problem. We also introctuced remote sup- !
port systems on tha Internat, such as "MCRI-NET Global Editien,” and }
our Sarvice Centars’ teiaphone support problem-soltving ratio currently ,'
exceeds J0%.

> Parts Centers

'Qur peopls in charge will arrang.‘]a the shipment of replacement parts as
soon as we recaive the request from the customer. We have achieved a
Iparts shipment ratic within 24 hours of over 90%, using the C5S-Net on-
‘line parts searchfordar syslem.! In 2006, we established a new Pans
Center in Shanghai. This will make it possible for us 10 provide replace-
ment parts faster than gver,

> Technical Centers

The service parsonnel working at aur Technical Centers will visit the custom-

ar's factory as soon as they recaive instructions from our Service Centers.

They will extract the customar's 1echnical information and service history us-
, ing an information terminal, and report their operating status back to the Ser-

vice Center. By merging the instruction systems and the information sour-

cas, we have achieved a swift and flexible lield service.

Lot ASmmu.Mmumadnnmzlmam 365 days & yeir
]Rhl’ﬂ Cur remote tuppon system using the Internet, “MOALNET Giobal Ecition”

A servics van from the Stutigart A service van aquipped with an
| Technical Center information termina)
|

L= N
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Product Strategies

|

IAt Mori Seiki, based on our philosophy "Every
§outcome depends on the concept,” we always
‘consider the investment effects for our cus-
!tomers, and conduct product development
!which puts the basic concept designs first.

> Review of activities for FY 2005

During FY 2005, wa introduced the NT Saries, with machining ability
lWhich ovarturns conventional wisdom about multi-axis machines. This
Serias received high praise and many orders as soon as it was releasad,
and won one of the "2005 Nikkei Superior Products and Services
Awards." Now, with the infroduction of the NY/NH Saries of venicalhori-
zontal machining centers with DCG™ theory and the NL Series of NC
lathes taaturing tha revolutionary turret with a built-in motor, we have ex-
tanded the N Series tc the entire multi-axis maching field. What's mare,
we have expanded our range .
of products in all areas, agding > Sales by product nes: mmon yen)
a naw model in the NL Series, Parts & Service, r
the NL3000 for long workpie- gﬂu.m]
ces, the VS Series of high-
speed bridge-type machining
centers for large workpieces,
the NVD1500 DCG compact
machining center for dies and
malds which is 1/3 the size of
conventional machines, and
tha NZ-51500 2-turret lathe for
shaft machining.

Tolal Sales 145,340

> Trends in Orders for our Flagship Product, the N Series

{Unas)

12,000
| ' Orgsers tor the N Serias raach /
TV RO [ 10,000 units / ,,,,,,,,

|

: a0

[T RS R—— — — —

|

{

: JUS N NS S N W

1 o ®3 1<% 042 053 i 063
& Warch 2002 2002 @ 20031 O Amw 2004 ) Beglemnber 2005
Tem NYS000 watt  The HHS000 was The HV400 OCG and  Thw ML Derwt wilh ¥ Tha NT Series. ulimeie

| reivaind o NHODD DCG wilh vst with e builkin  inlegraied. mill um -
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> Comprehensive development system
with 450 engineers in Japan and the USA.
Mori Seiki has 450 engineers for design and development in Japan and the

United States, and invasts 4.6 billion yen in research and development. This is
what makes us one of the bast companies in the maching 1004 industry. Wea

provide our engingers with many educational opportuniies to improve their -

dasign skils, such as 3-month training courses at averseas Technical Cen-
fers, plant tours to the Casting Plant and other factories, lectures on elemen-
fary and imtermediate dasign, English conversation classes, quality engineer-
ing courses, efc. In future, we will continue 10 Strive 10 begin development
early and to geliver even higher quality products faster, in order to respond
quickly 1o our customars’ requests and the demands of the market for greater
speed and diversity in high-speed, high-efficiancy machining, mult-axis ma-
chining, high-precision machining, unmanned operation, compact machinas,
intelligent machines, environmemallly-friendly machinas, etc. Our department
will strengthen its coltaboeation with the Marketing Department, and contie
p reduce the development time by‘ improving the efficiency of the design pro-
cesses, standardizing important coTponems anc digitizing designs using IT.

> Future product development

'In future, we will continue to develep new products 10 mest customer de-
,mand, and will make regular chlanges to our flagship models to provide
our customars with cutting-edga machines. By developing machines with
outstanding quality and raducad costs, we are confident that we will be
able to achieve our maedium-tenn managemant plan, Mori-S68PLAN. In
FY 20046, wa will release a stream of new products, including the Dura
Series (machining centars, lathes) with superior cos: performance, large
lathes, vertical machining centers, 5-axis control machining centers, ma-
chining centars for production Iinles. otc.  Please look forward to them.

W ‘A

A mesting with customars to discuss detels  Digital design using TT

l

? Review of Products for FY 2005

NT4200 DCG
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Multiple processes are intepgrated into a single machine, achieving ma-
chining ability surpassing that of machining centers and lathes. It can
accommodate a large varaty and complexity of workpiece shapes and
matarials, dramatically improving our customers' productivity.

SPOINT D
An axis stroke which afllows a 4125 face
mél to pass through.

»PQINT @
Samuanscus machining using both a ol
spinciie and a turmet with a bulit-in motor,
which improves machining sfliciency.

l
At Mori Seiki's Development and Manufactunng HQ, each depart-
.ment is assigned to a product group and is responsnb!e for every-
thing from development and design to manufactunng and assembly.

- 1Since information sharing has become faster and smoother, we can
‘develop products with higher precision and qua}llty.

The NT Serles of Uitimate integrated Mill Tum Centers.
<"The 2005 Nikkei Superior Products and Sarvices Awarda/Nihon Keizai Shimbun Awamds
for Excelionce” sponsored by Nihon Keizal Shanbun

> NT Department

The NT Departmeni is based at the Chiba Campus, and is in charge of
the development and manufacture of our integrated mill turn centers. The
department released the NT Serigs, the ultimate integrated mill turn cen-
ter which offers completely new value, in September 2005 and siarted
accepting orders worldwide. The NT Saries is a new concept maching,
which incorporates all the technologies from Mori Seikis N Series ma-
chines, including DCG™ theory, with no hasitation or compromise, and
was created aftar exhaustive raseach on our customers' needs and an
exiansiva review ol the performance which is demandad of multi-axis
machines. It has baen highty praised by customers ever since its refeasa.
Also, in January 2006 we established the Chiba No, 2 Plam, a specialist
machining factory next to the Chiba No. 1 Plant, to aid mass production
of the NT Series. The Chiba Campus is now about the same size as the

| Nara Campus, and thay are both capable of doing everything trom ma-

chining 10 assembly. Please ook forward 10 gur activities at the Chiba
Campus.

37 ausuar arront 2006
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> NL Department

I
ﬂmNLSa'ies.Mid\wasrelaasathbysasago.hasamadyleadnddeﬁvefym-
sults of mora than 4,000 units, thanks o steady incraase in demand both in Japan
and overseas. We have added two machines with distances betwean centers of 2,000
mm and 3,000 mm 1o the Series, making it even more attractive. Our turret with a

built-i'lmiﬁngmhasreosivedﬁghh’aise,andabuﬂhaﬂufﬂ'lemrsforNLm-'

chinas have been with Y-axis specifications. This market evaluation assured us that
this series is able 1o provide high productivity to customers in the multi-axis machining
ind.suy,himwiﬂwudwdomméoai.ﬁasedmmnﬂmmmmemm
plan, Mori-568PLAN, in FY 2006 the Assembly Section has been striving to achiewe
raduced production lead tima for the NL Series thraugh cell preduction, and to improve
the quality of products. At the Design Section, we arg now in the process of davelop-
ing an NZ Series which is capable of machining small parts from bar material at maxi-
mum speed. We are aiming to produce a machine which is capable of contnuous ma-
chining o Procass 1 and Process 2, a:lﬁmu reduce: machining time by 20% compared
with the ZT Series by adding a miling function (o 28 turrets. We will continua 1o many-
lacture products which satisty our customers and help them improve their profitabiity.

NVD 500 DCG
~The SSmMIEDSmAWSU(DBmMMM) sponsoned by Nikan Kogyo Shimbun
-Goed Design Awarg 2005

NV4000 DCG

~Tha "46th Best New 10 Products Award" sponsored by Nidian Kogyo Shimbun
Development of @ high-preciiion machining Center with DCG™ (Oriven &t the Center of Grawvity)
-Tha *24th Technology Development Award irom the Japan Sociaty lor Precision Engineering”

l - ‘ y
? piment of a et with a built-in milling maotor for NC athes

i -Tha "2004 JSME (Japan Soclaty of Mechanical Engingars) Medal for Naw Tachnology”

high-rigidity, high- pracision CNC lathe, NL Seriea
[ -Tha "34sh Maching Design Award(Japan Machine Tool Builders' Association Award)*
’spomomcl by the NKkkan Kogyo Shimbun

}) NV Department

fAt tha NV Department, we develop and manufacture vertical machining cen-
-[ters. The Nw5000a1, the #rst model in the N Series, has been a big hit, with
mare than 4,000 units sold. It stil maintains a monthiy production of 100 units,
proving 1o be a strong comensione of our order activitios. We also developed
Driven at the Center of Gravity (DCG™) theory, and the NV4000 DCG and
the NV1500 DCG, which were launched last year, boast high speed, high ore-
cision and high productivity in the die and mold and parts machining industries,
and hava receivad high praise from our customers. [n FY 2006 we have com-
pleted the development of a new machine in our OCG lime-up, the NVE000
DCG with a 600 mm Y-axis stroke, and it is now in the process of mass produc-
#on. As for assembly, we have improved manufacturing quality and reduced
production lead time for the NV Series through the cell production system and
perfact paris preparation, establishing a system which meets the demand for
shortar delivery times. The NV Departmant will continue fo do our best abways
1© be No. 1in quality, cost and delivery time, 10 manufacture machings which
will increiase our customers' profitability, and 1o become Giobal One.

Y |

Prars
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> NH Department l

‘The NH Department develops and manutactures horizontal machining
‘centers. We have released many herizontal machining centers with
'DCG™ technology, from the NH4000 DCG 10 the NH8000 DCG, which
.offer high-speed, high-precision' machining with superior surface quality
- (1o mest the needs of the era, ar!d have received high praise and support I
from our custornars, In addition to the cutstanding perfarmance of thase
-machinas, they nave a high degres of completion in all aspects, with a
wide variety of peripheral equiqrnenl and systemns, high compatibility of
‘ applications systams and efficlent support for fixteras. In response io
' many raquests from customers.i wa will continue development of the NH
' Serigs, and make it the standard madel for tha 21st century. Our whole
sta#l are firmly convinced that we can achieve Global One with this Ser-
s, :

" NH4D00 DCG \
+ *The "46th Best New 10 Prociucts Award™ sponsored by Nkikan Kegyo Shimbun
t

> NX Department | P!

At the NX Department, we devellop and manutacture lathes and machining cer{ters iior mass production parts machin-
ing. This year, wa are going to make NX machines, which ware devaloped to ravolutlonlze mass production lines for
small parts, into a sefies. We will refease tha NXH2000 DCG, the NXV2000 DCG and the NXT2000 DCG, vertical and
harizontal machining centers and a lathe which are all the same size, as wall as a ve|mcal and horizontal machining cen-
ter one class larger, the NXHBODD DCG and the NXV3000 DCG. We are also planning to expand the range of cur
tathes by the end of this year, by adding a long-type NZ-$ machine with a distanca bétwaen canters of 1,000 mm, which
is the most suitabla for shaft machining, 1o the NZ-S1500 compact 2-turat shaft lathe. What's more, the NMY5000 DCG

+ S-axis control machining center with a new structure is due 1o be launched in autumn 2006. Please look forward to the
stream of new models which will ba released by the NX Daparimant. v
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> Control Design Department/DTL

Qur integrated mill tum centers and‘mulﬁ-axis machines now hava the 3-D inter-

* farenca checking function, thanks to the infroduction of the MAPPSII operating

 System. This function runs 3-D data for the main components such as spindles,
workpieces, chucks, tools, etc on MAPPS, and autornatically stops the machine
|1 it detects any interfarence. We have also released MORI-AP, an automatic
programming software for PCs which is compatibla with MAPPS, allowing aasy
programming either at the machine or from your desk. For mufti-axis machines,
marny customers used o use commercial CAM systems which needed postpre-
cassors, but since mori setd has staned joint development of standardized post-
processors with the main CAM manufacturars, we wili be abla to offer CAM sys-
tams which can be started and run right away. As for the control devices, we
usa DD motors for the tables on our horizonial machining centers, for the tool
spindigs’ 70lary axes on our integrated mit turn centers, and for the A and B
" axes on the 5-axis control machining certters, The tabla on our latest NMV5000
DCG wid have a maximum speed of 1,200 min". What's more, the NL Saeries
and the NVE0DG DCG will soon be equipped with a new themal displacemant
compansation function. it wil mgasure the struciure’s thermal displacement
caused by changes in the ambient temperature or by heat from the ball screws
or motors with the heat sensors mounted on the beds and columns, pradict the
amount of deformation in raal ime, and adjust the position of the spindle and
tureats. Wa wi continue ta davelop innovative technologias which will be a1 the
core of Mo Saiki products. Pleass look forward ta them.

> Dura Department

The Dura Department was established in Fetruary 2005, as
tha sixth Mor Seiki departtmsnt to hold both development
and manutacturing functions. After development and inspec-
tion lasting sixteen months, we releasad the vertical machin-
ing canter, the DuraVertical, and the 2-axis lathe, the Dura-
Turn, in Jung 2006. These machines have strong basic
performance, and offer stable, high-precision machining with
few breakdowris at a reascnabde price. The machines which
we dovelop and manufacture have been created by paying
attention to every detail from the devaloprment stage, right
down to single bolts, in order to buld a production system
which integrates all of Mori Seiki's innovations since 2001,
such as the cell production system and auto campsite sys-
tern. Tha Dura Department will continug 10 do our bast 1
manufacture machines which will satsty our customers,
Pleasa watch out for the future evolution of the Dura Series.

> A new value called Dura

Durabie: Long-lasting

Universal: Versatile

Reliable: Less downtime

Afordable & Accurate: High pracision at a reasonable prica

oRO €3 RO AZE TGt
oRe 'ﬂ Hsan ﬂﬂﬂ
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I‘Engineering System

+

|
Everything from solving customers' technical prob-

lems, tumkey systems and peripheral equipment
lto accuracy, fixtures and tools. The Engineering
HQ will respond to all the problems conceming
fcustomers’ machining quickly and accurately.

» Review of activities for FY 2005

The Engineering HQ s a tachnical support contact for al sales processes lor machine
tooks, from technical proposats, inspections of machining time, quotations and test ma-
chining betore the contract to runoff machining, training at the time of delivery and accep-
tance inspection afterwards. In line with cur basic business motio, "Quickly and Accurate-
ly.” we established Enginearing Departments at aur sales bases in Europe and the
Americas, and have been making eftorts o activate them. Goncentrating on the show-
rooms in these regions, we installed the NT Series of integrated mill tum centers, which
was released to respond to the cument needs of the market, in arder o emphasize our
proposals and machingg which demonsirate the madmum perfarmance of our machines.
Nso, we have been narrowing down the specifications for tumkey projocts and systoms,
which have horizontal machining centars at their cors, as well as receiving orders and pro-
viding early acoeplance inspections. As a resutt, we have seen the effects of our tachnical
support. On the other hand, we have aisa strengthenad the ongaing technical suppon for
Thailand, Indonesia, China, etc. Through this close relationship, we are certain that we
have contrbutad greatly 1o madmizing the performanca of our customers' machines, and
as a résutl, 1o improving the confidence that they bave in Mori Seiki machings.

> Future challenges and targets

Customars are looking for mass production of parts while maintaining accuracy, re-
duced running costs, shon defivery times for enuitiple-item, small-lot preduction and
high-gredision parts, etc, and the¥ neads have baen growing mora diversa mvery year,
Tha Engineering HQ must continue 1o offer propasals which improve the performance
of customars' machines by reducing the costs, which are the denominator, through se-
lacting the best specifications, while using various methods 1 intrease e outcomes,
which are the numerator. Since machines are likely 1o become more complicated al
an even faster rate, Mo Seiki is going to release our NM Sexigs, consisting of two
models with 5-axis control, the NMV and the NMH, to the muiti-axis machine market in
addition to the NT Series. Wa wil also do owr best 10 do test machining morg prompily,
and 1o establish an educational system to teach customers how fo start aperating and
prograrmuming or machines quickly. During FY 2006, we set up MTL (Machining
Technology Laboratory) in the U.S.A. and Japan, not ondy 1o proposs ways to improve
efficiency by changing machining conditions, but also to develop innevative technolo-
gies through new machining metheds. We will also cooperate closely with toot and
peripheral equipment manufaciurers, large customers and universities, and will posi-
tion this as a “seiza” sirategy to develop advanced methods. We think both overseas
customers and customers who wish 1o develop their businesses glabally have mutual
goals, which are o raduce complation time for their products and to increase their
business chances. In future we wil work together even more closaly with our custom-
ers, and will continua to provide them with the bast proposals quickly and accuratedy.

T e—— |
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> Glokal engineering system
Wa hava Enginaering Dapariments with high lgvels of spedialist knowledge in thres places, Chicago, Stuttgart and Nagoya. Wa have also estabiished
Technical Sales Teams and Machining Technology Teams at campuses in Japan.llo act as contacts for technical support for the antire sales process, from

tachnical proposals to submission of estimates, coniracts, run-off machining, delivery and acceptance inspections.
1

? America Engineering Department > Europe Engineel"ing Department

| Rk
GREGORY HYATT  MARK H. MOHR RALF RIEDEMANN

Hidefumi Shirotoni
MORI SEIKI U.S.A., INC. MOR! SEIKI U.S.A., INC. Enginearing HQ Diractor
Vice Prasidam Vice Pragidard Ganeral Manager . Enginearing HQ
MTL Department Armarca Enginesng Dapartment : Vice Executive Otticer

> Support system

? Provides consistent support for .Tmimqf:lﬂmsiw ) wdsme) ® .
buitding the optimal systems @0huckzions @Setting of delvery poviod @Sysismeoncept.  and procuction depariments
@Croation of @Establishment of a schodule

With issues such as the aging
of outdaled equipment, revi-
sion of production techniquas,
increased production systems
and new approacnas, aur staft
listen directlly to customers’
wishes handling both docu-
| mentation and samplas.

@Devaiopment and modification of machines
@0De1lgn of auxiltary equipment and devices
@Teoling design

@Cortrol systern construction

Workpiecs i
@Extraction of detects | @Machining and continulty lasts
@:Shioment and deivery BTang @Frior submission of mactinkng data
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!Administrative Systems

;Al Mori Seili, we have been concentrating on the establish-
|mentofinten'aioommlsystemsandthe development of hu-
man resources, with the Administrative HQ as a core depart-
ment. Mori Seiki, will continue to cultivate an open corporate
cutture and to grow with the aim of becoming Global One.

.r
1> For FY 2006

In FY 2006, we will striva to establish an internal control system, as the

most important measure for futfilling Mori Seiki's corporate governance.
| Tha purpeses of the internal control system are: -

( To guarantee the effectiveness and efficiency of work
@ To ensure the reliability of financial reporting
(3 To comply with all relevant laws and regulations
(@ To protect the company's assets

What's more, we should censider it not as semsthing which is finished
once it is astablishad, but as a system which should be constantly re-
viewed and amended 10 improve its quality. In other words, this is man-
agemaent itself. tn FY 2006, we will do our uvtmost to establish the internal
cantrot system relating to financial reporting. As for lagal compliance, we
will continua to make the pravantion of the export of Mori Saiki products
to countries which sponsor terrarism or which are in the middle of dis-
putes, or 1o customers who are engaged in the manufacture of weapons
of mass destruction, our top priority. We are commitied 1o maintaining an
open corporate cufture based on contact, reporting and consultation, in
order to build a climate in which all employses work In line with cur code
of canduct and in which information is always convayed quickly and ac-

curately to senicr management.

Next, there is a saying that "A company's most valuable asset is its staff,” and
Moxi Seild's future gepends on how many talented employees we can culti-
vate. First, in October 2006 wa are going to establish the Mori Seiki Universi-
ty and start & systematic educational program 1o help our employees anc our
distributors’ employees whe are involved in sales, customer suppor and ser-
vice 1o improva their sales and technical skills. Also, for Mo Seiki employ-
! eas, we will provide executive education and training for the next-genaration
t management, 1o reinforce our human resources on a consolidated basis.
i

|

!

|
!
{
|

P
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7 Internal control
In Jung 2006 the Financial Instrrurnents and Exchange Law (Japan's
equivalent of tha Sarbanes-Oxlay‘Acl) was passed by the Diet, and from
FY 2008 listed companies will be required to establish intemal control sys-
tems tor financial reporting. Reflecling tha imponance which we place on
tha reliability of financtal reponing.! wa pstablished a specialist team of sav-
en people in the Intemal Auditing Department in October 2005, before the
bill was approved, to start the documentation of workilow, with the aim of
putting our systam in place one yaar before it is required by law, Mori Seiki
places a high priority on financial transparency for shareholders, and we
will continus fo invest our management resources to prepara our system.
I

> Human resourcesr development and the
establishment of the Mori.Seiki University

butslanding production stans with autstanding parsonnel. As part of our ef-
lors 1o become Global Cne, Mor: Seiki is deveoting itself to devsloping our
human rasourcas, not only for the purpose of acquiring knowledge and skills,
but also 1o create even batter members of society and international citizans.
Improving the professional skills and management ability required for each
employas’s business development is essential for our growth as a company
and for the realization of our man'agemam philosophy. At Mori Seiki we will
allocate about 1% of our annual ?sa.las o employes education for the pur-
pose of self-actualization, so that individuals can display their gwn abilitias
and discover their own potertial through their wark, We offer various training
programs to suil our employees’ schedules, and we also adjust their work
iemvironment and the personnel systam towards this end. In October 2008,
\we will astablish the Mori Saiki Linivarsity in the U.S.A. {Chicago) and Japan
(Tateshina in Naganc}. We are aways working 1o further improve the quali-
,ty of our sales, sarvice and support.

> Human Resources Development Center

At the Human Resources Devek::pment Cortter a1 the lga Campus, wa al-
“ways hava more than twenty mode!s of new and older machines for training,
as wall as the latest 3-D measuring equipment in the Measurement Training
Room. W are continually halding a variety of training programs in manutac-
+uring, applications and technical iraining for employees and distributars both
in Japan and oversaas, 10 improvfe the quality of our businass, products and
sarvice. We also run a range of schools to teach our customars’ machining
techricians. Throughout the world, we are waorking to davelop excellent hu-
man resources by providing pecple with plenty of know-how 10 increase their
skills and knowladge.

'
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Mori Seiki believes'that in order to achieve
‘Giobal One status, our most important
/management resource is our “talent." We

- jare cultivating a large number of employ-
'ees who possess hlgh levels of knowledge
.and skill and conductlng an active recruit-
'ment policy, as the driving force behind
our business activities.

> Certified Skilled Workers o

1
Cenificates are awarded {o technicians who can make tha maost of thair supenor skills to do things which machines cannot, and who can produce high-
precision, high-quality products. | ;

. » General Machine Instrument Manufacturing (Machining)i

! Yashio Suzuki JKazuo Nishioka Tatsuyoshi Ogura Hisao Harada

» Automobile Manutacturing {Machining)

Kazuo Kuromatsu

>Gmm&mmmwmmmmmmrwmfm) > General Machine nstrument Manufacturing (Finishing)

.. : .
Fujio Kumagai Takayuki Mivazawa Kanji Tanaka I
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' » Number of people who have passed Trade Skills (Advanced) > Number of people who have passed Trade Skills {Level 1)

4? Qualiﬁcationl Number of people 1 Cualification N:::;;m
1 ' Trade Skills - Machining (Advanced) 13 " Trads Sidls - Machining (MC cperetion) (Lave! 1) 206
I- . Trade Skills - Machine Inspaction (Advanced) 8 ! Trade Sidls - Machining (Miing Machine operation) {Level 1) 3
L Trade Skills - Finishing (Advanced} 1 || Trade Skits - Machining {NC lathe operaton) {Level 1) 57
? Total 22 ! | Vrade Skils - Machining (Boring Machine operation) {Level 1) 1
RS | Trade Sids - Machining (Surtacs Grinding Machine operation) {Lavel 1} 1
o4 ¢ Trada Skiis - Machine Inspection (Level 1) 150
' | Trade Sids - Machine Diagrams (Level 1) 4
' 1 Trade Sids - Maching Maintonance {Level 1) 173
! Trade Siiks - Mactine Mainterance {Equipment diagnosis) (Level 1} 3

! Trade Sids - Machine Mantenance {Blactical maintsnance) {Level 1) 8
, Trade Sidls - Metal Heat Treatment (General heat treasment) (Level 1) 96
Trade Skills - Metal Heat Treamens (High-requency/arme hezt trsaiment) (Level 1) 4

| . | Tradle Sidls - Preumatic Equipment Assembly (Level 1) 3
Trade Siiks - Finkshing (Mactine assemibly irishing) (Level 1) 9

' Trade Siks - Hycvauic Equipment Adustment {Level t) 13

Total 731

1

> Number of people with scores of 800 or above in TOEIC . >:Number of people with Technical Qualifications

Score Number of people ! Quaifications (Technical) Number of peopla
. 1
| 950~ 15 | Professional Enginesring (PE} 3
900~ " CMIgE 10
850~ 19 CMigT 89
800~ 28 Machina Design Technology (Levet 1) 6
Total 73 i Machine Design Technology (Level 2) 4
Machina Design Technology (Lavel 3) 1
' Total 13

> Number of people with Doctorates, Master's Degrees

Degree Number of people
Doctorate 27
Masters Degrea 105
Total 132

i LuREErn T
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Activities of the

Information Technology HQ
|

FAt the Information Technology HQ, we
‘have been striving to improve the com-
petitiveness of the company and to cre-
:ate added-value for our machines, both
in system design and product design.

|
[ .
> Establishment of the Information Technology HQ

:In June 2006 the Information Systems Department, which develops and oper-
|alas the internal systems, the Control Design Department, which develops the
software and hardware for controkralated product designs, and DTL{Digital
lT ‘schnalogy Laboratory) , which devalops cutting-edge technologies in Califor-
Inia. U.S.A, became an independent organization called the Information Tech-
Il'lclbgy Headguaners. Untit then, the Information Systems Department had
mainly been developing systems for usa within tha cormpany. Now, howover, it
;is inevitable that the Information Systems Department cobaborates with the
lsoﬂware development depariments, since we requently use MORINET 1o
jn'lanagen1.her.aﬂ'.n‘k.lc:tic:l'lstatusctl maching tools through the Intemet, and some
l1:11 the CAM software used in our machining departments is designed at DTL
1For this reason, our main focus at the Information Technology HQ is now 10

Idramaﬁcalry improve efficiency in both system design and product design.

> Activities

iThe Information Systems Department uses network technologies 0 transmit in-
Jformation gquickdy at low costs for our globally developing company. We build ef-
Iﬁdem systems so that Mor Salki can sell our products worldwide even though
we only produce them in Japan, and will be abla to achieve our medium-term
'managemem plan, Mori-568PLAN. At the Control Design Department and DTL,
!we are developing new control systams and state-of-the-art technologies which
ladc value to our products and can alse be used within our company. For ex-
!amp!a. our MAPPS operating panel for machine tools has raceived high praise
[fot its automatic conversatianal programming function, NET function and setup
’supoon function, and has become one factor in repeat purchases. MAPPSH,
{which was releasad in 2006 and ook over from MAPPS as a third-generation
operating software, is equipped with a 3-D interference checking tunction which
is specifically dasigned to improve the safety of the imtegratad mill twm center.
The MORINET operating systemn, which was released in July 2004, has been
installed on 5,000 machines at our customers' factories, and has proved the
ardvanages of tha remote monitoring and remote maintenanca tuncions. Also,
wa released a harizontal machining center with a table driven by DD motors in
I 2004, well ahsad of our compatitors, and have already shipped more than 800
|un‘rts Woe are currently developing DD motoes not only for our horizontal ma-
|chining centers, but atso for our 5-axis machining centers and integrated mil
turn centers. Wa will raise the vatue of cur products even higher by daveloping
|u'ese techrologies as our core competencies and by launching new technolo-
gies continuously. Wa will stive 1o develop our activiies as a new headquar-
| 1ers, to be able to give results which satisfy our customers.

I
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> DTL (Digital Technology Laboratory)

At DTL, which is based in Sacramento in California, U.S.A., we develop
application systems for programmihg. simulation software, posiprocessars,
CL engines, etc. We also develep and analyze maching tools' atemental
technologies, such as dynamic anatysis. DTL works as Mori Saeiki's IT front

fine. .j w ”.a
I

% 24-hour development system utilizing the time .

'difference batween Japan and the United States.

|
At Mori Seiki's Design and Development departments, we promote a Ja-

pan-America two-polar system consisting of DTL and the design teams in
Japan. Tha design data created in Japan is sent to DTL in the United
States, and is inspectad using various analytic methods. This is a 24-hour
development system which uses the time difference Detween Japan and

" the United States sfficiently. it has allowed us to dramatically reduce de-

velopment time and 10 guaraniee the best possibla machine structures.

'
'
'

> Dynamic analysis

t

" This is an anatytical method which axpresses the movement of structural

paris as a series of ditferential equations, examines changes gver time
by repeated calculations involving thousands or evan tens of thousands
of steps, and conducts numerical simulations of the machine’s vibration.

Analysis by DTL -Them"\al displacement analysis
-Anaiylsis of natural vibration frequency
*Fluid anatysis
Acceleration/deceleration tests
-\ﬁhmﬁon tests

> Control Technoloi_;y Department

The depariment develops unique oparating systems which act as an in-
tarface betwasn humans and machines. We develop a wide variety o!
cantrol technologies to revolutionize customers' production sites, such as
the MAPPS I third-generation operating panel, the netwark technologies
and remple maintenange services which spread from it, cell control sys-
tems, tool management syslems, DD (Direct Drive) motors, e1c.

DTL (Sacramento, Caliomia, UW.SA.)
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[Director]
Accounting /jEinanc e HQIExecutive Officer,

Activities of the

Accounting/Finance HQ

;The Accounting/Finance HQ will send accu-
rate information more quickly by introducing
the global accounting system and by rein-
lforcmg its personnel and crganization.

;) Establishment of the Accounting/Finance HQ
The Mori Seid Group, which conducts business activities globally, has many
sales bases alf over the world, and is determined to work on sales activities day
and night in order to respond speedily to customers' demands. The Accoun-
IngFinance HQ was established on April 1, 2006, with the purpose of under-
standing and managing the situaton of the Head Office and Group companies
in Japan and overseas subsiduaries more quickly and accurately, as
vaccounting and finance information on a consolidated base,” and making swilt
and competent management dedisions. Strengthening the accounting and fi-
nance functions is one of the top priorites in our medium-tarm management
plan, Mor-56BPLAN, which has been our driving force since FY 2005, and the
;establishmem of tis new organization proves thal we are committed to it.

> Activities

Al the same time as the founding o our new headquarters in Apqil 2006, we
started the operation ot the global accounting system at our Head Office and at
Group companies in Japan and in Europe, by making the Nagoya Head Otiice
meooreoiallhehhlSeMGmupman&c in the world. We are planning 1o
s:arlusangnallhe remaining subsiduaries in the United States, Asia and Ocea-
]nla in the auturnn of 2006, aiming 10 operate a centrakzed workhwicke System by
\meerﬂdﬂisﬁscalyea:.Weamsuramwﬁ'sgbbaJmumm system will
help us to obtain and manape reliabe accounting information quickly, inroduce
more advanced management accounting, speed up our business operation,
and greatly contribute to raising the level of our businass. Also, in addition to the
new accounting system, since we were mads an independant headguarters, we
have been able o reinforce our human resources and organization. This has
enabled us 1o procure and invest funds mora globally, dynamically and efficiant-
ly, 1o support sales acivities and to strengthen risk management. It also helped
us with appropriate handling of imernational tax management, stricter intemal
contrpls and legal compliance, promotion of disclasure, etc, The Accounting/Fi-
nance HQ will continue 10 6o owr LIMOst 1o strengthen both the systerm and the
organization, as well as (o adapt ourselves to the dramatic changes i the global
environmert, and 1o increasa the corporate vatue of the Mor Seki Group.
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Organizational Structure

The Beard Of
Directors

Committee For
Disctosures and

Coperate Plapning Depanment
Marketing Strategy Department
Internal Auditing Department

ceounting/Finance
{¥s}. :

Lagal Dap
Personnel Department

Human fiesources Davelopment Conter
Genaral Aftairs Department

Finance Depertment
mllﬂ' 2] Depmllim t

Sy o’

|— Control Design Dapatment

DTL

F ion & Planning

?-.-!'rr

Morl Sedd Trading

Domestic Sades Depantment
StrategicLarge Account Department
Amarica Depanment

Sales & Marketing

Europe [k

Asla Pacilic 8 Strategic Growth Departmant
S & P Depatment

Mari Selk Techno

|

|

' Development &
| Manufactsing HQ
|

NT Depanment
Chiba Plant Machinery Department
Elactrical Cluit Departmant
Ficur/? Device O

\ga Piant Machinery Departmant
Spincke Unit Depenment

Nara Ptant Machinery Department
High-Pracision Machining Laboratory

Japan Asla Enginssring Dapartmen
America Engineering Department
Eurape Enginesring Depanment
MTL

ning: T gy Dep ]

Quality Assurance Department
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Board of Directors

Masahiko Mori
Hiroshi Mizuguchi
Kazuyuki Hiramoto
Takeshi Saito

Koji Okura

Hiraku Nakata

Makoto Fujishima
Yoshitsugu Shigeta

Hircaki Tamai
Takahiro Kohi
Yasunori Hamabe
Hidefumi Shirotori
Toyofumi Nishio
Morikuni Uchigasaki
Norihide Maeda
Kyoji Umeoka

Koji Kageyama
Katsuhiko Maehori
Yasuo Noishiki
Takashi Nakanishi

i
(1) President Dr. Eng.
|

@ Vice President

(?) Senior Exacutive Managing Director Dr. Eng.
@ Senior Executiva Managing Directar

(;5) Managing Director

@ Managing Diractor

@ Managing Diractor  Dr. Eng.

1

 Managing Diractor

@ Dirgctor
@ Director
1% Director
:1]) Director
42 Diractor

43 Director

% Director

® S1znging Statutory Auditor
® Standing Statutory Auditor
42 Statutary Auditor Lawyer
(® Statutory Auditor

Statutory Audizor
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CONSOLIDATED FINANCIAL HIGHLIGHTS I

> Sales by Products .

- ¢ NG T GRINDING
Fiscal Year MC  LATHES SERIES MACHINES PARTS SERVICE OTHER TOTAL
2002.4.1 ~ 22,434 5,081 1478 | 5,205 1,224 948 63,864
2003.3.31 35.1 % B0 % 23% 8.1 % 1.9% 1.5% 100.0 %
2003.4.1~ 30,658 7.772 2,210 ! 5,835 1,879 1,193 87,557
2004.3.31 35.1 % 8.9% 25% | 6.6% 21% 1.4% 100.0 %
2004.4.1 ~ | 42,929 7.945 2,403 1,388 122,165
2005.3.31
, 200541~
2006.3.31 Eﬂg ‘ j
s | ) i [ B (Milliora of yen)
“SOFTWARAE,” which iad been pressntsd 23 a soperate segment up 1o the previous year has beert mckuded i *OTHER i the curten year.
“SOFTWARE™ at the current year end was 58 milion yen. Falwl-bywwm'SOFTWAHE'bmth‘Omﬁﬂ.'
{Miliors of yan) .
150,000 WOTHER
WSERVICE
BPARTS
. BGAINDING MACHINES
T 120,000 4 RAMT SERIES
; ENCG LATHES
, ]jﬁ BMC |
: =4 o !
$0,000 = : A% |
7 -
60,000 A i
|
" 20,000 I
024~03.3 03.4~04.3 044~053 05.4~06.3
i
i
? Qverseas Sales | (NAiona o yon)
150,000
Fiacal Year TOTAL ! ‘/ﬁ
120,000 4
36,743
2002.4.1~2003,3.31 ;
57.5 %
| 90,000
48,236
2003.4.1~2004.3.31 I
£2.8 % \
! 60,000
59,146
2004.4.1~2005.3.31
* 30,000
2005.4.1~2008.3.31 | j
e ove has baan s —— (Millions. of yen) ‘ 024~03.3 03.4~04.3 04.4~053 05.4~06.3
+Each percaniage above has bwen calculsied based on the net sales for the respeciive Gascal yexr. H0omesiic  MExport

\_
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> Depreciation, Net Income (Loss) and Investr"nents in Plant and Equipment
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CONSOLIDATED FINANCIAL’H:IGHLIGHTS I

> Five-year Summary

Millions of yan
| )
Fiscal Year 20054~20063  20044~20053  20034:-2004.3  2002.4~2003.3  2001.4~2002.3
Net salas HELN145,3407. Lx, ¥122,166 ¥ 87,557 ¥ 63,854 ¥ 69,656
Netincome (loss) : 9,381 ' 72 {5,555) (16,607)
Netincome (loss) as . I
a percentags of sales 7.T% _0-8% (8.7%) (23.8%)
Selling, general and !
administrative expanses 30,865 ' 24,732 22,755 19,492
Cash dividends P 1,761 | sg3 445 450
Total asssts 62,7 ; 135,631 122,166 115,123 113,415
Shareholders’ equity EF18347 96,443 86,912 86,875 93,551
Property, plant and T LN .
squipmont, net B 7 59,910 , 56,561 56,977 59,575
Working capital HEEE 63,3305, 40,957 41,239 23,570 36,728
T t
Par shara data : Yen
Net income {loss) ¥ 10494 ¥ | 723 ¥ (61.98) ¥ (178.93}
Cash dividends 20.00 I 10,00 5.00 5.00

1, Nat income {losa)] par shary is compuied basad upan the weighted-mverage number of shares of common stock oulstanding during sach lacal year ss adusted for free share distributions.

2 Cash dividenxds per shitre are those declared as applicable 1o each respactive fiscal ysar and cash dividencs charged 10 retned samings ars thoss actsally pad.

3. The scoorrpanying LS. dollar amounts harve been tranaisied from yen, solely kor convenience, as 4 matier of arithmetic computation only, at ¥117.48 = U.S.$1.00, the exchange rate pievaliing on March 31, 2006,
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CONSOLIDATED BALANCE SHEETS

> ASSETS
Miltions of yen Thousands of U.S. doflars (Note 1}
March 31, March 31,
: 2005
Curront assets: ) \
Cash and deposits {Nots 4) l ¥ 12,775
Notes and accounts receivable:
Trade ' + 27,765
Allowance for doubtiul receivables ' (329)
Notes and accounts recaivabie, net | 27,436
Inventarias {Note 5} 21,069
Defarred income taxes (Note 10} I 199
Other current assets | 2,220
Total currant assets i 63,699
Property, plant and equipment (Note 7) |
Land (Note 12) 21,672
Buildings and structures ' 65,360
Machinery, aquipment and vehicles 4 40,711
Construction In prograss | 945
; 126,688
Accumulated depreciation . (68,778)
Property, plant and equipment, net 59,910
Investments and other asssts: | 1
Investments in securities: i
Unconsolidated subsidiarles and atfisiates (Note 6) : 1,096
Orher 7,623
Total investments in securities ! 8,719
Deterred income taxes (Note 10) ‘ 5
Cthar assets:
Goodwill 1,240 7
Other 2,058
Other asses, nat 3,298 3 <9
Total invastmants and other assets 12,022 1903750 ¢ e
Total assats: ¥135,631 g 1ia85,580 B
Ser ying Notes 10 G Financiel St

Trap e D
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CONSOLIDATED BALANCE SHEETS

> LIABILITIES, MINORITY INTERESTS AND SHAREHOLDERS' EQUITY

1 Millions of yen Thousands of U.S. doftars (Note 1)
March 3t, March 31,
' l 2005
Current liabilities: t
Short-term bank loans (Note 8) | l ¥ 1,370
Cumrent portion of lang-term dabt {Nots 9) i 5,084
Accounts payable ; i 8,200
Accrued income taxes (Note 10) . 464
Accruad expensas i 529
Defarred income taxes (Nota 10) | 169
Advances received b 1,310
Other currant iabilities ! v b 5616
Total currant liabilties S 22,742
' Long-term liabifities: . v
Long-term debt (Note 9) i i 12,708
Deferred income taxes (Note 10) b 1,758
Defarred income 1axes on fand sevaluation reserve (Notes 10 and 12} { 1,824
Other lang-term liabilitios | -
Tota! long-tarm #iabilities " 16,290
Minority Interests i o 156
Contingent tiabilities (Note 14) - :
Shareholders' aquity (Notes 11 and 19) : i
Comman stock: ' ] [
Authorised — 157,550,000 shares — 315t March, 2006 and 2005 |/
tssuad — 96,364,872 shares — 31st March, 2006 T -
Issued — 94,775,427 sharas — 31st March, 2005 | 28,191
Capital surplus o 40,932
tand revaluation reserve {Nots 12} | {13,172}
Retained samings P fed 46,255
Net unrealised holding gain on sacurities {Nota 6) RS 2,323
Transtation adjustments I B (2,236)
Treasury stock, at cost: 4,433,508 shares — 315t March, 2006 Dol -
l6,725,554 shares — 315t March, 2005 | | (5.850)
Total shasehalders’ equity .. 96,443
Totat liabiliies, minority interests and sharehokders' equity | ¥135,631
' See
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'CONSOLIDATED STATEMENT$ OF INCOME

. Millions of yen Thousands of U.S. doars (Note 1)
Year anded March 31, Year anded March 31,
' 2005
Net salas | |aERves, ¥122,168
Cost of sales {Note 8) ' } |§%§§9,9% A 80,784
Gross profit 1 | |[EaEsss3s5 0 41,382
" Selling, general and administrative expenses {Notes 8 and 13) . 39,060 7 - 30,865
Operating income | 10,517

Other income {expenses): !

Intarest and dividend income

113

Interest expense

Gain on sales of invesiments in securities (Note 6)

Foraign exchange ({loss) gain, net

Retirement benelits paid to directors and statutory auditors

Loss con sales and disposal of property, plant and equipment, net

Loss on impairmant of fixed assets {Note 7)

Other, net I

Income hefore income taxes and minarity intarests

Income taxes (Note 10}:

Cument

Delarrad

Income hefore minority interasts

Minority Interasts in net Income of consofidated subsidiaries

Net income

[0 -t L S



CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY

i .

!

Millions of yen

59 annuaL AEPORT 2006

f:lrjrg‘rg:roc;! Common Capital Land Retained  |Net urvealised | Translation
common stock surplus revatuation | eamings | hokling gain | edjustments
! stock . raserve on securities
' {Note 12) (Nota 6)
- Batance at March 31, 2004 94,775,427 ¥2B,191 ¥40,931 ¥ (13,576) ¥38,208 ¥1,527 ¥ (2,863}
Net income - I - - 2,381 - -
Cash dividends ' - V- - - {883) - -
' Bonuses to directors and statutory auditors - - - - {69) - -
Adjustments resulting irom exclusion of
subsidiaries from consolidation - ‘- - - 2 - -
Gain on dispesition of treasury stock - i - 1 - - - -
Nat changa in land ravatuation resesve - - - 404 {404) - -
Net change in nat unrealisad holding gain on sacurities - ‘- - - - 796 -
Net change in ranslation adjustments - - - - - - 627
Balance al March 31, 2005 94,775,427 28,181 40,932 (13,172) 46,255 2,323 (2,236)
Net incame - t - - - 13,802 - -
Cash dividends - - - - (1,761) - -
Banuses to directors and statutory auditors - - - - (118) - -
0 6 [
l;:x:l:g; :1 n';m.s stock Upon exercise of stock 1,589,445 1,005 1.004 B _ _ B
Gain on disposition of freasury stock - | - 503 - - - -
Net changa in land revaluation reserva - y - - 8,535 (8,535) - -
Net change in not unrealised holding gain on securilies - i - - - -
Net change in transtation adjustments -F - - - -
tvaz,539 5 va0sist i
| Thousands of U.S. doflars (Note 1}
Common Capital Lard Aetainad |Net unrealised| Translation
stock swplus fevaluation | eamings | holding gain | adjustments
raserve on sacurities
, (Note 12} (Note 6)
. Balance at March 31, 2005 $239,964 | $348,417 ! $(112121)] $393,726 | $19,774 | $(19,033)
Net income - - - 117,484 - -
Cash diidends ‘- - -1 (age0) - o
Bonuses to directors and siatutory auditors | - - - (287) - -
Issuance of new stock upon exardise of stock acguisition nights 9,321 9.2 - - - -
Gain on dispasition of tréasury stock - 4,282 - - - -
Net change in land revaluation reserve - - 72,650 (72,650) - -
Nat change in net unrealised holding gain on securities - - - - 19,186 -
Net changs in translation adjustmants Polb- - - - - 8,927
[55ians ot Marh a1 % 545,58 T 3422,530,| " $36.90, 25 (10.096)]
Hotes 1o G Fireiat Sitammanes.
——

63



CONSOLIDATED STATEMENTS OF CASH FLOWS

Millions of yan

Thausands of U.S. doBars [Note 1)

Year ended March 31,

Year ended March 31,

2005
Oparating activities: ] ‘
income before income taxes and minority intarests ! ¥10,004
Adjusiments to reconcile income befare income taxes and }
minority intarests 10 nel cash provided by operating activities:
l Dapreciation and amortisation ! 5,100
| Lass on impairment of fixad assets | i -
Loss on sales and disposal of propedy, plam and equipment, net |7 100
\ {Decreass) increase in allowance for doubtiul receivables |t 43
. Interest and dividend income i (113)
! Interest expense j 136
\ Unrealised exchange gain i (56)
! Changes in operaling assets and kabilitias:
. Notas and accounts recaivable ' B (6,725)
. Inventories ‘w.ﬁmﬁ&iﬁ (2,672) W (4,683)
, Notes and accounts payable B 5B 741,347 2289 1,456
! Bonuses to directors and statutory auditors . 25 (1 6)"?{@1’g {69)
Other, net ! 1,816
Subtotal 7,009
Interest and dividend income received ' 113
Interest paid i {138)
Income taxes paid (130)
Nat cash provided by operating activities ! 6,864
Invasting activities: :
. Purchases of property, plam and aquipment | (5,935) N 7
i Proceeds from sales of property, plant and equipment i 2,542@3’% 242 S A}:' N ‘< 21,638+ 1@’: g
i Increase in investments in securities (1, 627)“"%?‘5 {299) (13.849)
. Proceeds from sales of investiment securities 0
| Increase in invastment In subsidiaries and affiliates ; {700)
Purchases of other assets ! {395)
! Othar, nat 73
Mat cash used in lnvastlng activities ! (7,014)
Financing activities: .
{Decrease) increasa in short-tarm bank loans . 1,370
Dacreasa in long-term bank loans ! -
Repayment of long-term debt (2,584)
Proceeds fiom issuance of bonds with stock acquisition rights -
Purchases of treasury stock {350)
Proceeds from sales of reasury stock -
Cash dividends {883)
Other, net 10 - 43
Net cash provided by (used in) financing activities (2,437) 38,517, <15
|Ettact of exchanga rate changes on cash and cash equivalenis {111) 1,354 e
iIncreasa (decrease) in cash and cash equivalents (2,708) T
[Cash and cash aquivalants at beginning of the year 15,965
rDacreasa in cash and cash equivalents resulting from axclusion {485)
of subsidiaries from consolidation
iCash and cash equivalents at end of the year (Note 4) ¥12,772
See




March 31, 2006

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

il. Basis of Presentation

R Morl Seiki Co., Ltd. {the "Company”) and its domestic consolidated
subsidiaries maintain their accounts and records ln accordance with ac-
:couming principles generally accepted in Japan. Hs overseas consoli-
dated subsidiarles maintain their accounts and records in conformity
with the requirements of thelr countries of domicile.

The accompanytng consolidated financial statements are prepared on
the basis ol accounting principles generally accepted in Japan, which
} ‘are different in certain respects as to the application and disclosure re-
' fquirernams of international Financial Reporfing Standards, and have
! . been compiled from the consolidated financiat statements prepared by
' the Company as required by the Securitias and Exchange Law of Japan.
. In preparing the accompanying financial statements, certain reclassifica-
fions and rearrgngements have been made 10 the consolidated finan-
i cial statemeants issued in Japan in order to present them in a tormat
which is more familiar to readars outside Japan. In addition, the notes

{1} Principles of consolidation

{The accompanying consolidated financial siatements include the ac-
R counts of the Company and all subsidiaries ever which substantial con-
trol is exerted through either majority ownership of voting stock and/or
by other means. Alf significant intercompany balances and fransac-
tions have been eliminated in consolidation.

For consolidation purposes, the financial stataments of four consolida-
tod subsidiaries whosae fiscal year end is December 21 have been in-
‘ctuded in consolidation, on the basis ol a tull fiscal year, for the year
ended March 21,

rNJ assets and liabilities of the subsidiaries are revalued on acquisition,
'H applicable, and the excess of cost over the underlying net assets at
each respective date of acquisition is amortised over a period of five
' iyears on a straight-fine basis.
1 |{2) Foreign currency translation

1 |Receivables and payables denominated in foreign cumrenciss are trans-
lated into yen at the fiscal year-end rates. Gain or loss resulting from
such transiation adjusiments is credited or charged to income as incur-
Ired. Tha balance sheet accounts of the overseas consolidated subsi-
diaries have been transtated into yon at the rates of exchange in effect
at the batance sheet date, except for the componaents af shareholders'
!equity, which have paen {ranslated at their historical rates. The difter-
lences rasulting trom translation are prasented as components of share-
iholders' equity and minority interests. Revanues, expenses and cash
"llaws are translated a1 the average rates for the year,

' '{3) Gash and cash equivalents

\For tha purpose of the consolidated statements of cash flows, cash
jand cash equivalents consist of cash on hand, deposits with banks
withdrawable on demand, and short-term investments which are read-
|ily convertible to cash subject to an insignificant risk of any changes in
itheir valug and which were purchased with an ariginal maturity of three
months or less.

(4} Allowance for doubttul receivables
The allowance for doubtiul receivables is calculated based on the ac-

i

to the consolidated financial statements include information which is
ot required under accounting principlas and practices generatly accep-
ted in Japan but is prasened herain as additional information.

ICenain reclassifications of previously reponted amounts have been
|made to the consolidated financial siatements tor the year ended
March 31, 2005 to conform them to the 2006 presentation. Such re-
[classifications had no effect on consolidated net income or sharahold-
ers’ equity.

The accompanying consolidated linancial statements have besen trans-
Iiatad from yen amounts into U.5. dollar amounts, solely for conve-
nience, as a matter of arithmetic computation only, at ¥117.48 «
LL5.%$1.00, the exchange rate prevailing on March 31, 2008, This
[tranglation should not be construed as a representation that yen hava
been, could have bean, or could in the future be, converted into U.S.
,dottars ai the above or any other rate,

'2. Summary of Sidnificant Accounting Policies

tual historical ratio of bad debis and &n estimate of certain uncollect-
J‘tble amounts determinad atter an analysis of specific individual recaiv-
lahlas.

|(5) Inventories

I Merchandise, finished goods and wotk-in-process at the Company and
its domastic consolidated subsidiaries are stated at cost determined
principally by the average method, and those al the oversaas consalk
|dated subsidiaries are stated principally at the lower of cost or markst,
cost being determined by tha first-in, first-out mathod.

‘Haw matariafs are stated at cost determined by the moving average
' method. Supplies are stated at cost determined by the last purchase
Iprice method.

i

{ (6) Property, plant and equipment
| Depraciation of property, plant and equipment of the Company and the
domestic consolidated subsidiaries, except for buildings acquired on or
subseguent to April 1, 1998, is calculated by the declining-balance
method over the useful lives of the respective assets. Depreciation of
buildings of the Company and the domastic consalidated subsidiarias
iacquitad on or subsequent 1o April 1, 1998 is calculated by the
! straight-line method. Depreciation of property, plant and equipment of
Ilhe overseas subsidiaries is calculated by the straight-line method.
3 The usetul fives of property, plant and equipment are summarised as
follows:

Bulldings and structures 7 to 50 years

Machinery, equipment and vehicles 2 to 17 years

|
, (7} Leases
Non-cancelable leases of the Company and the domestic consolidatad
|subsidian‘ss are accounted for as operating leases regardiess of whath-
Iet such leases ara classified as oparating or finance leases, excepl
) that leases which stipulate the transfor of ownership of the leased prop-
erty 10 the lessee are accounted for as finance leases.
| Leases other than operating teases of the overseas subsidiaries are
accounted for as finance leases.
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(8) Marketable securities and investments in securities

The accounting standard applicable 1o financial instrumants requires
that securities be classified into three catagories: trading securities,
hokd-to-maturity debt securities or other sacurities. Trading securities
are carried at falr value, and gain or loss, both realised and unreal-
ised, is credited or charged te income. Held-lo-maturity debt securities
are canied a1 amortised cost. Marketable securities classitied as other
securities are carried at fair value with any changes in unrealised hold-
ing gain or loss, net of the applicable incoma taxes, reported as a sep-
arate componant of shareholders’ equity. Non-marketable securiiies
classifind as other securitias are carried at cost. Cost of securities
s;old is determined principally by the moving average method,

(8) Income taxes

Datarred Incoma taxes are recognised by the liability method. Under
the lability method, deferred 1ax assels and liabilities are determined
based on the differences between flnancial reperting and the tax ba-
ses of the assets and liabilities and are measured using the anacted
tax rates and laws which will be in effect when the difierences ara ex-
pacted to rovarse, !

in accordance with a law an amandmant of local tax laws and 50
fgrth, effective April 1, 2004, business scals taxation went into effact.
A domestic corporation with capital in excess of ¥100 million is subject
to business scale taxation on the basis of the total amaurt of value ad-
ded, tha size of iis capital and its taxable income. Based on a naw ac-
counting standard for businass scale taxation, the Company and cer-
tain domestic consolidated subsidiaries accounted for business scale
taxation with raspect to the amounts of value added and capital as a
component of selling, ganeral and administrative expenses. Conse-

3. Changes in Metl:wod of Accounting

{1) Revenue recognition I

Effective the year ended March 31, 2006, the Compary and its domas-
tic consolidated subsidiaries have changed their revenue recognition
policy from a shipping date basis 1o a customar acceptance basis.
This change was made due to the fact that an increase in turnkey pro-
Jects is attributable 1o the trend iowards lengthaning the period from
product shipping to customer acceptance reflecting the complexity and
sophistication of these projacts. i

Accordingly, in order to control the shipping-io-customer-acceptance
process more effectivaly, the Company adopted customer acceptance
at the basis for its revenue recognition policy. The effect of this
change was to decrease sales, operating income, inceme before in-
come taxes and minorty interasts for the year ended March 31, 2006
by ¥1,798 million {$15,305 thousand), ¥554 million ($4,716 thousand},
and ¥554 milllon ($4,716 thousand}, respectively.

{2) Impairment of fixed assets

Ettactive the year ended March 31, 2006, the Company and its domss-
tic consolidated subsidiaries have adopted a new accounting standard
for the Impairment of fixed assets which requires thai tangible and in-
tangible fixed assets be carried at cost less depreclation, and be re-
viewed for impairment whenever evants or changes in circumstances
Indicate that the carrying amount of an asset may not be recoverable.

i

quently, selling, general and administrative expenses for the year
endad March 31, 2005 increasad by ¥235 million and income bedore in-
come taxes and mingrity interasts for the year then ended decreased
by the same amount. ,

{10) Derivatives
Derivatives are stated at fair value.
+

{11) Hedge accounting
Gain or loss on derivatives designated as hedging instruments is defer-
red until the loss or gain on the underlying hedged item is recognised.

(12) Research and development costs and computer software
Resaarch and deveiopment costs are charged 1o income when incur-
red. Expenditures relating 10 software developed for Intemal use are
charged to income when incurred unless these contribute 1o the genar-
ation of future income or cost savings. Such experditures are capital-
ised as assets and amortised by the straight-line method over the use-
ful life of the software, generally 5 years. Expenditures relating to
software developed for sale in the market are capitalised as assels
and amortised by the straight-line method over the prospective sales
period, generally 3 years.

I

(13) Goodwill
Goodwill is amortised by the straighi-line method over periods ranging
1rom 5 to 10 years.

!
{14) Bonds issuance expenses

Bonds issuance expansaes aré charged to income as incurred.
t

t

Companies are required to raecognise an impairmant loss in thaeir state-
ment of income it certain indicators of asset impairment exist and if
the book value of an asset exceeds the undiscounted sum of its future
cash flows. The standard states that impairment losses are 1o be
measured as the excess of the book valus over the higher of {1} the
fair market value of the assel, net of disposition costs, and {2) the
'ptesent value of future cash flows arising from ongoing utilisation of
the asset and trom its disposal after use. The standard covers land,
factories, buildings and other forms of property, plant and equipment
as well as intangible assets. Fixed assels are to be grouped at the
lowest tevel for which there are identifiable cash flows which are inde-
pendent of the cash flows from other groups of assets.

As a rasult of the adoption of this new accounting siandard, a loss on
impairment of fixed assets in the amount of ¥609 million ($5,184 thou-
'sand) was recognised and income before income taxes and minority in-
tarests decreased by the same amount for the year ended March 31,
2006 from the corresponding amount which would have been recorded
under the previcus method.

The impairment loss on the assets identified as impaired has bsen de-
ducted directly from their carrying amounts as reflected In the consoli-
dated balanca sheet at March 31, 2006,

!
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4 Cash and Cash Equwalents

- ln the presentation of the conso!:da:ed statoments of cash flows, the relamnshnp betweon the tems included in cash and cash equivalents and the cor-
respondmg amounts reflacted |n the balance sheots at March 31, 2006 and 2005 are summarised as follows:

' ! : Millions of yen Thousands of LL.S. doftars

. | Cash and deposits ; T ||peRenvar se3 ] ¥12775 i $268,837 25
;| ime deposits with an ariginat maturity in excess of 3 months included g @ 5%‘&”‘%"

,-1in cash and geposits P 3 - I P A, e ;

‘| Cash and cash equivalents at end of the year | | v isea i ¥12,772 G s260,307 IR

I 1

. |
Durlng the year ended March 31, 2006, the Company acquired shares of MS POLLAHD LTD. and included this subsidiary in consolidation. The as-
sets and liabilities of MS POLLARD LTD. when initiatly consalidated, the aqqu:sntion cost of the shares of MG POLLARD LTD. and the Company's total
expenditura to acquire these shares are summarlsed as follows: | l

i
i
I
I i |
I

\ I Millions of yen Thousands of .5, dollars
! ' 2008 2006
| Current assets wﬁ&ﬁ%ﬁw 1198 : %*#W*&%sm 198%%%;;&?’4

r

. | Non-current assets |
| Goodwill i

! Current fiabilitles !
]

i

I

| Acquisition cost of shares |
| Cash and cash aquivalents held by MS POLLARD LTD.
! Proceeds from acquiring shares of MS POLLARD LTD., nat

T e

!
|
r
15
f
t
I
|
|
|

i
Sagnlﬁcam non-cash transactions for the year ended March 31, 2006 were as to lows:

t 1
i ]
| increase in comman stock rasulting from exercise of stock acquisition rights | |
| increase in capital surplus resulting from exarcise of stock acquisition rights | |
| Decreass in bonds with stock acquisition rights resiting trom exercisa of stock acquisition fights. |34
I'toss on redemption of bonds | | r]s

Millions of yen

I
=During the year ended March 31, 2005, the Company acquired shares of MS SYFRAMO S.A.S. and included this subsidiary in consolidation. The as-
!sats and liabilities of MS SYFRAMO S.A.S. whan initially consolidated, the acquisition cost of the shares of MS SYFRAMO S.A.S. and the Company's
E
I
t

lotal expenditure to acquire these shares are summarised as follows: {
I Millions of yen
! i 2005

Current assets ! ¥431
Non-current assets ) 20
Goodwill ' 38
Current liabllities ! (260)

| Long-term liabilities . . (16)
Acquisition cost of sharas | ' 213
Cash and cash equivalents heid by MS SYFRAMO S.AS, | (173)

i Expenditure 1o acqulre shares of MS SYFRAMO S.A.5., net 1 ¥ 40
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5. Inventories .

Inventories at March 31, 2006 and 2005 consisted of the tollowing: t

) | Millions of yen Thousands of U.S. dollars
! 2006 2005

Merchandise ,‘%.. "“\‘,gﬁ? B3 m ¥ 28

Finished goods | i 8,161

Work in process { 4,617

Raw matarials and supplies i 8,263

Total ¥21,069

6 Securities

Markstable securities classilied as other securities at March 31, 2006 and 2005 are summarised as follows:

Millions of yen

Thousands of I1.S. dollars

2006

2005

2006

.
!
|
|

i
|
\

cost

Acquisiion  Carrying  Unreafised

value

gain (losa)‘ | eost

value gain

Acquisition Carrying Unraalised | Acquisition Carrying  Unrealised

cost value gain (Ioss)

|(1 } Securities whosae carrying value
,  exceeds their acquisition costs:

Equity securities

&“{”4@1
24 |

¥3,720

¥7.623

Debt securities

Other !

Subtotal i

7.623

not exceed their acquisition costs:

! i
!(2) Securties whose carrying vatue does [¥ %,
1

1

Equity securities

Cther

|
Debt securities |
i
I
1

| Subtotal

¥7,623 ¥3,903

- 843,676 , %, $108,7511.% $65.075 4

! I
An impairment loss is recorded when the market value of a security falls by 30% or more trom its carrying value.

Sales of ather securities for the years ended March 31, 2006 and 2005 were asllulbws:

1

Millions of yen Thousands of LS. dollars
| 2008 2005
| Proceeds 10 B ¥o
| Aggregate gain Ha a7, 0

| o
The carrying value of principal investments in non-markstable securities at March 31, 2006 and 2005 was as follows:

Millions of yen
. 2006 2005
"investmants in unconsalidated subsidlaries V300
" Investiments in affiliates 792

e
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i

47. Loss on Impaurment of Fixed Assets i
‘Loss on impalrment of fixed assets recorded for the year ended March 31, 2006 refated to the following asset and asset groups:

1
’ ] } 1 Millions of yen Thousands of U.S. dollars
Use Classification Locanlnn i
| Idie property Land | Ikoma City, Nara Prefecture
" | idie property Land | Eniwa City, Hokkaido |
| Idle property Machinery and equipment Talyo Koki Co., Lig! - |
| idle property Other | Taiyo Koki Co., Ltd! | ]
| Other Goodwill Mori Selki Mid-American Sales, Inc. | J"iﬁﬂ"?m:i%‘*ﬁ b
I ' Total i SRR ve0e G
I

P
,The Company criginally acqusre|d the lgnd in the above table for constructlon of a resaarch facility and a sales oftice. However, following a change in
.lhe Company's capital expendnpre plan, the land became idle prapeny. Intaddltron. machinery, equipment and certain other assets of Taiyo Koki Co.,
Ltd. are also idle property. Since there is no plan to utilize these assets and their market value has deteriorated, the Company has recognised an im-
pairment loss. | I i
"Mic-American Sales tnc. recogﬁised a loss on impairmant of goodwill because Ellison Technologies, Inc., which had entered into a business alliance
with the Mon Selki Group as a dzsmbumr started ip its own business operamns in 8 states in the Unlted States: Ilincis, Wisconsin, lowa, Ohio, Indi-
ana, Kantuchky, Missouri and Mlchlgan
The Company and its consolidated subsidiaries basically group their assats by operaling department. The a&ssets are grouped by sales office in the
saies departmeni and Dy plant in the manufacturing department. Idie pmpames which are not axpected to ba used in the future are groupad individ-
vatly. | C
Flecovarabla amounts are msasured at reasonable estimates of thelr projacled net selling prices. Recoverable amounts on land are based on thalr

‘valuation for property 1ax purposes as adjusied reasonably. I

8. Retirement Benefits :

1
The Company has established an employees’ defined contribution pension plan.
[The retirement benefit expenses for the years ended March 31, 2006 and 200§ are outkned as follows:

; , . i Millions of yen Thousands of U.S. dollars
| ! . 2008 2005 2006
| Contributions to the pansion plan | Ve veaa 2T} ¥552 [T N Y T i |
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-Long-term debt at March 31, 2008 and 2005 consisted of the following: |
!

L

| ;

91' Short-Term Bank Loans and Long-Term Deb{t

T?a woeighted-averaga intarest rate on short-term bank loans was 1.38% at March 31, 2008 and 2005.
For efiectiva financing purposes, the Company concluded line-of-credit agreemams with thrae banks and the status of these at March 31, 2006 and

2005 is summarized as follows: i

} | ! Millions of yen Thousands of U.S, dolflars
f fl 2008 2005

" Lines of credit [ |EHawn oooj@‘“;;i ¥11,000
Short-term loans 1 %,% : ﬂyﬁ’@l -

_Availabls credit i Jggivino0gEd]  wir000

Thousands of U.S. dollars
2006

Piin S CHORTIRE L

Zero coupan yen convertibie bonds with stock acquisition rights dua 2013
Unsacured barsk loans due through 2009

f
Less current paortion

i
The weightad-average interast rates on long-term bank loans was 0.47% at March 31, 2006 and 2005.
Ths aggregate annual maturities oi long-term debt subsequent to March 31, 2006 are summarised as follows:

Year anding March 31, | Milions of yen ! Thousands of L.S. dottars
2007 | v (5,004 FEIELNEE s 4, 275@@?‘%‘5_@
2008 l fsos Y ‘“"j@;«*’ iy L) 275"’%"
2009 t .340,5@%% IR s e ;
2010 ‘ i
2011 i
2012 and thereatter . !

|

| ! Jg‘i
B "
On June 13, 2005, the Company issued ¥11,615 miflion ($98,868 thousand) of zero coupon yan convertibla bonds with stock acquisition rights. An out-
Ime of these bonds is as follows:
Type of shares to which acquisition rights apply

! Common stock ot the Company

Issus price of stock acquisition rights | Nit
' Exercise prica of stock acquisition rights ! ¥1,377(§11.721)
] Princlpal amount of bands in the aggregata ! ¥11,635 million ($98,868 thousand)
' Shares issuad upon exercise of stock acquisition rights | ¥2,188 million ($18,624 thousand)

Exarcise period ; June 27, 2005 to March 12, 2012
Exarcise of stock acquisition rights shall be deemed as payment by the bondholdar of the full amount required to be paid upon exercise of the stock
]
acquisition rights, rather than as a redemption of the bond at its face value.

UL RIALY
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|1O Income Taxes |
Incoma taxes in Japan apphcabla to the Company and its do-

'mssu: consolidated aubs»dnaneg consist of corparation {ax, inhab- -

Hants' taxes and entarprise tax which in the aggregate, resulted
in a statutory tax rate of approximately 40.49% for the years

- ended March 31, 2606 and 2005. The overseas subsidiaries

1
:are subject to the income tax ragulations of tha countrias in
which they operate.

:A reconcillation of the diilarepces betwean the statutory tax
rratss and etfective tax rates for!the years ended March 31, 2006
leancl 2005 as a parcentaga of income belore income taxes and
{minority interests ic as follows: |

f

summarised as follows:

2006 2005

Statutory tax rate

40.49%]  40.49%

Increase (decrease) in income taxes resulting from:

Reversal of valuation allowance

2{36.26)4 {(35.24)

Permanent non-deductible expenses

e 0.25% 1.61

Elimination of unrealised gain and loss on inventories §a%1:545 (2.62)

Permanenily non-taxabla income

w0.09E  (0.09)

Per capita porion of inhabitants' taxes

2% 0,295 0.44

- Temporary diflerences refating to investments in subsidiaries] ;5511745 % 0.30

Other

{5r(0.28) 0.41

Effectiva tax rates

lEee.a9%]  5.30%

|
'The signiticant components of defarred tax assets and kabilities of the Complany and its consolidated subsidiaries at March 31, 2006 and 2005 are

Millions of yen

Thousands of 11.S. dollars

Curront
Deferrad tax assets (retlected in currant assets} :
Inventories |

Tax loss cammyforwards

Accrued anterprise tax

Other !

Loss: valuation allowance

Otfset of deferred tax liabilitias

Deferred tax assets, net

| Deterrad tax liabilities (reflected in current liabliities) ;
Other

(iiset of deferred tax assels

Deferred tax llabilities, net

Noncurrent

Loss on dovaluation of listed aquity securitles

j
Deterred tax assets (reflected in invastments and other assets) :

Loss on impairment of fixed assets

Depreciation |

Tax loss carrylorwards

i Other 1

Less: valuation allgwance

'

Oliset of deferred tax liabilities

Deferred 1ax assels, nel

' Deforred tax liabilities {refiected in long-term abilities) :
Deforred capital gain on property

Rassarve for depreciation for tax purposes

!fw ¥ ﬂmh aao)w“ﬁ!

Unraslised holding gain on securities

| i
|Lfr 5 (aose)z-csz%; (1,580)

] (26 353)%‘»

]
'
|
|
i
1
|
|
I
1
i
lities
i

Cihar v, ri0 (230Y R {138)
' i e (3_491)3:::::3 (1,821)
Ottsat of deferred 1ax assets ; 1132 % 163
Deterred tax hiabilities, net 1 |f¢.~mm ¥{3,359) ¥ (1,758)
Defarred tax kiabilities on land revaluation reserve {reflected in long-tem liabilities) - [3 ,@‘@gﬁ%
Delerrad tax liabilities on land revaluation reserve , La»mu 824) ¥(1,824)

,
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‘!1. Shareholders' Equity o

' Tha Commercial Code of Japan (tha "Code”) provides that an amount equivalent ta at least 10% of cash dividends paid and bonuses to directors
.and statutory auditors, and axactly 10% of interim cash dividends paid be apprupnaled to the legal reserve uniit the sum of additional paid-in capital,

whlch is included in capital surplus and the lagal reserve, which is sncluded in.retained earnings, equals 25% of stated capital. The Code provides

.mat neither additional paid-in capital nor the legal reserve is avaitable for dlvtdends but both may be used to reduce or eliminate a defict by resolution

oi the shareholders or may be transferred 1o stated capital by resolution of Iha Board of Directors. The Code atso provides that, to the extent that the

. sum of the additionat paid-in capital and the lega! reserve exceeds 25% of lhe common stock account, the amount of any such excess is available for

appmprlauon by resolution of the sharaholders. Tie Company's lagal reserve anlnounlad to ¥2,650 million {$22,557 thousand) at March 31, 2006 and
2005. | I

'T'ha new Corporation Law ot Japan (the "Law"}, which superseded most ot th‘e provisions of the Code, went into effect on May 1, 2006. The Law

qtipulaies requirements on distributions of earnings which are similar 1o those of the Code. Under the Law, however, such distributions can be made
ét any time by resolution of the sharsholders, or by the Board of Directors if certain conditions are met.

j 1
!
12. Land Revaluation ,

Effemwe March 31, 2002, the Company revalued its land for cperaticnal usage |n accordance with the laws on land revaluation. The resulting revalua-
nun ditference, net of the applicable tax eftect on revaluation gain, has been slaiad as a component of shareholdars' equity, "Land revaluation re-
serve. The applicable tax effect has baen included in *Deferrad income taxes on land revaluation reserve,” a component of long-term liabilities. Tha
1.air vatue of the revalued iand was less than its corresponding carrying value by ¥4,773 million ($40,628 thousand) and ¥5,219 millien at Mareh 31,
2|006 and 2005, raspectively, .

13. Research and Development Costs
1
Research and developmsnt costs included in salling, general and administrative expanses for the yaars ended March 31, 2006 and 2005 ware as tollows:

| Millions of yan Thousands of U.S. dollars
! : : 2005
Research and Devalopmeant Costs ¥3,572
|
t . l
14 Contingent Liabilities
Al March 31, 2006, the Company and its consolidated subsidiaries had the followmg contingant liabilities:
P ' Millions of yen Thousands of U.S. doillars
| ' 2006 2008

Guaramees of lease payments by cuslomers

!
b
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15 Derivative FmanCIaI Instruments i

. To avoid thae risk of flucteation i |n foreign currency exchange rates, tha Company entars into forward toreign exchange contracts. The Company utiises
Ilhase derivatives as hedges to reduce the inherent risk to their assets and Ilablllties These transactions are not likely io have a major impact on the
performance of the Company. In addition, derivativas fransactions are not amared into for speculative trading purposes In accordance with the Compa-

1 . . .
ny's internal guidalines.

' As stipulated in the Company's Internal policies on derivatives, the Finance: Division of the Company is responsible for managing the market and credit
risk relating to these transacmns and this division manages the position Iimlta credit bmits and the status of all open derivatives posttions subject to

Iam:wwal by the director responsibla. ]

Tha Company applies hedga accounting to its derivatives positions and hedges against the risk of fluctuation in foreign exchange rates within the

scope of the needs arising 1rc:mI the undarlying ftlems hedged, 1o
\Tha fair value of the derivatives positions outstanding at March 31, 2006 and 2005 is summarised as follows:

[ Millions of yen
2006 | ! 2005
Contract value Estimated ' Unrealised Contract value Estimated Unrezlised
{notioral principas amount) 1alr value loss (rotional printipal amount) fair value gain
Sell v o - m " e gy
U.S. doltars ¥2,331 ¥2,306 ¥ {65)
Euro | 4,939 5,041 {(102)
Australian doflars | 193 195 (2)
| Total | ¥7,463 ¥7,632 ¥(169)
i i
; Thousands of U.8. doliars
| | o
' ' Contract value Estimated | | Unrealised
| {notional principal amourt} 1alr value i loss
Sall: AE 3 R i
U.S. dollars '
Eurg |
! Total !

: !
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"16. Leases .

{11 Finance leases |

The following pro forma amoums prasent tha acquisition costs, accumulaled depreciation and net book valug of the property ieased 1o the Company
nnd fts consolidated subsidiaries at March 91, 2006 and 2005 , which would have bean reflacted in the balance shaats if finance leases other than
thosa which transfer the ownarship of the leased property to the Company and ns consolidatad subsidiaries (which are currently accountad for as op-

Grating leases) ware capitalised: i

! Millions of yen Thousands of U.5. dollars
| 2008 L 2005 2006
Acquisition Accumulated Natbook Acquisition Accumulated Net book | Acquisition Accumulated  Net book
iCategory : costs depraciation  value | | costs depraciation  value costs depraciation  value
IMachinary, equipment and vehicles 114,051 AEA¥1 526 00 va 2051 ¥2.073 w1144 ¥1.829 |1 845,904 000 815 b Bk 8574511

|
I..ease payments of the Company and its consolidated subsidiaries ralating lu:l finance fease transactions accounted for as operating leases amounted
1o ¥696 miliien ($5,924 thousand) and ¥459 million for the years ended March 31, 2006 and 2005, respectively.

Depreclauon relatad to leased pmpar‘ly of the Company and its consolidated
..ubsmlanes is recognised by the stralgm -lina method over the lease ferms  as-
sumlng a nil residual value and amounted to ¥696 million {$5,924 thousand)
und ¥459 million for the years anded March 31, 2006 and 2005, respectivaly. |
Futura minimum payments (mcluding the interest portion thareon) subse-
quam to March 31, 2006 under tinance legses other than those which trans-
tar the ownership of the leased property 10 tha Company ang its consollda-
tad subsidiaries are summarised as follows:

] I

_(2) Operating leases !

lfuture minimum payments subsegquent to March 31, 2006 under operating
leases ara summarised as tollows: '
! ' t
' |

17 Amounts per Share

Amounls per share at March 31 2006 and 2005 and for the years then
anded ware as follows: !

Dllutad nat income per shara for the year ended March 31, 2005 is not pre-
semed becausa there were no potentially dilutive shares at March 31, 2005. |

Amoums per share of net assets were computed based on the net assets
avadable for distribution 1o the shareholders and the aumber of shares of com-
Irr:cm stock outstanding at the year end. Nl income per share was computed
oased on the net income attributable 1o shareholders of common stock and
1ha weighted-average number 01 shares of common stock outstanding during
aach year, '

pash dividends par share reprasent the cash dividends proposed by the
Board of Directors as applicable to the respective years.

Millions of yen

Year ending March 31,
2007

2008 and thereatter

Total

"“”Ekwszzsq “,

Millions of yen

Year ending March 31,

2007 o z
2008 and thereatter Wwﬁmg 288% E
Total T N0, 157 R
Amounts per share:
Net assets
Net income:
Basic b !
Diluted i!% 50.317% :
Cashdividends |00k 2000 [‘gﬁg}o 34 ﬁ
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18. Segment Information

|Tna Company and its consclidated subsidiaries are primarily angaged in the manutacture and sale of computarised numerically-comtrolled lathes, verticaktype
and horizontaktype machining comsrs, and enging lathes procuced in a wide variew of modaks to meet their customers' diverse needs.

:As the Company and its consolidated subsidiaries manufacture and sslf the same lypos and saries of machine tools which use similar manufacturing methods
.and are sold in the sams markets, the disclosure of business segment information tor the years ended March 31, 2006 and 2005 has been omitted.

|The geographical segment information of the Company and its consolidated subsidiaries for the yaars ended March 31, 2008 and 2005 is outlined as follows:

119. Subsequent Event

Appropriations

The following appropriations of retained earnings, which have not
been reflacted in the accompanying consclidated financial statements
or the year ended March 31, 2006, were approved at the annual
meeting of the shareholders of the Company held on June 29, 2006:

i

: | | Millions of yen
. | i o 2006
i i Japan The Americas Eur'upel gﬂgg}g Total Eliminations  Consolidated
| Sales to third panties “‘, ¥a1.56311 i W2, 08B SR Avus:uo s
| inter-group sates
| Total sales
| Operating expenses
| Operating incoms 2
| Assats ; ;2 789 &&3{: ¥162 779 4
! ' [ Millions of yen
2005
' Japan The Americas Europe' ﬁ;ﬂ Total Eliminations Consolidated
\ Sales to third parties ¥ 71,978 ¥22,973 ¥25,163 ¥2,052 ¥122,166 L - W122 166
‘ " Imer-group sales ) 35,766 528 . 485 848 37,627 (37.627) -
" Yotal sales 107,744 23 501 25,648 2,800 159,783 {87,627) 122,166
Operating expenses 97,754 23,918 25,605 2,570 149,847 {38,198) 111,649
Oparating incoms (loss) ¥ 9,990 ¥ (a1 ¥ 43 ¥ 330 ¥ 9,948 ¥ 571 ¥ 10,517
Assels ¥117,69¢ ¥11,077 ¥14,599 ¥2,496 ¥145871 ¥(10,240) ¥135,631
‘"Thousands of LL.S. doltars
1 b 2006
i ‘ Japan The Americas Eur:ope es(:gaanr:g Total Eliminations  Consolidated
' Sales to third parties \ $25, 2647555 $1,237 147 ERE 108 W L Mgy zs:' 147
" Inter-group sales \ 8,208 /448,536 1My (448, 538),,- | N §
Total sales \ 33,563 448-011685,683; " < 'h" (448,
. Operating expsnses | : O (443.500) 4
' Operating income i ii $-(4 937) r L $13
| Assets i o $°23,825 1 7$1.385,589 "
i

. Overseas sales, which include export sales of the Company and sales (cther than expoﬂs to Japan) of the overseas consofidated subsidiaries, totaled ¥82,123 milllon
($699,037 thousand) and ¥59,145 miglon, us&s%aﬁw%dmmoﬁdmdmlsalasfmmymmmmal 2006 and 2005, respactively,

As stated in Nota 3, eflactive the year ended March 31, 2006, the Company and its domestic consolidated subsidiaries hava changed their revere recognition palicy from a
shipping date basis 10 a customer acceptance basts. The sffect of this change was to decrease sales and operating income in the “Japan™ segment for the yeas ended March
31, 2006 by ¥1,798 millon {$15,305 thousand) and ¥554 million ($4,716 thousand), respectively. This change had no effect on any geographic sagments other than “Japan.”

Millions of yen

Yeas-erd) cash dividends of ¥40.00 (t1.5.50.34) per share

o WRBTT,

Bonuses to directors and statutory auditors |

$533.1400,

\
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REPORT OF|INDEPENDENT AlUDlTORS

The Board of Directors
MORI SEIKI CO., LTD . i

| .
1 | |
We have audilfad the accompanying consotidated balance _shafts ol Maori Seiki Co., Lid. and consolidated subsidiar-
ies as of March 31, 2006 and 2005, and the refated consblidq!ed statemenis of income, shareholders’ equity, and
cash flows tor the years then anded, all expressed in yen. These financial stataments are the responsibility of the
Company's managemert. Our responsibility is 1o @xpress an opinion on these financial statements based on our
audits. i \

! |
We conducted our audits in accordance with auditing standards generally accepted in Japan. Those standards re-
quire that we plan and perform the audit to obtain reasopabfe assurance about whether the financial statements
are frae of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statemenis. An audit alsg Includes assessing the accounting principles used and
signiticant estimates made by managerment, as well as svalua}ing the overall financial statement prasenation. We
believe that our audits provida a reasonable basis for our opinion.

| C
In our opinion.] the financial statements referred to above presFm fairly, in alt material respecis, the consolidated fi-
nancial position of Mori Seiki Co., LId. and consolidated subsidiaries at March 31, 2006 and 2005, and tha consali-
dated results of their operations and their cash llows for the yleats then ended in conformity with accounting princi-
pies generally accepted in Japan. :

‘ Supplemantal Intormation

| |
As described in Note 3, eflective April 1, 2005, the Compapy and its domestic consolidated subsidiaries have
changed thair ‘revenue racognition policy from a shipping date basis to a customer acceptance basis.

| i .
As described in Note 3, eftective Aprit t, 2005, the Company a'nd its domastic consolidated subsidiaries have adop-

1
ted a new accounting standard for the impairment of fixad:assats,

; |

The U.S. dollar amounts in the accompanying consnlldallad tinancial statements with respact to the year ended

March 31, 2006 are presentad solely for canvenience. Our audd also included the translation of yen amaunts into
‘ 1

U.S. dollar amounts and, in our opinion, such translation has been made on the basis described in Nota 1.

iW&(Z;m; Shintikon

Osaka, Japan
Juna 29, 2006

s e

.;.2;76 .



-t

T T T T T T T T I T T I

Ly

Corporate Profile

> MORI SEIKI CO., LTD.

+ President |

!
oo
¢

29.3 billion yen (as of end of Ma;rch 2008)

+ Shareholders' equity ’

Manufacture and salqs of‘machine taols
o

.

+ Employees v

- Total assets + Head Office
Masahiko Mori ! 162.8 billien yen (as of erid of March 2006) 2-35-16 Maleki, Nakamura-u, Nagoya City,
! 1 | Aichl 450-0002, Japan
+ Gapital ! - Business description TEL.+81-(0)52-587-1811

* Homepage address

116.3 hillion yen (as of end of March 2006)
|

> Affiliated compa?ies

* Domestic consolidated
subsidiaries !

2,979 (as of end of March 2006}
|

I

+ Overseas consolidated
subsidiaries |

i
!
i
1
i

;TAIYO KOKI GG, LTD.
lMOF%I SEIKI TECHNO, LTD.
IMC)FII SEIKI TRADING, L7D.
,MOHI SEIKI HIGH PRECISION MACHINING LABORATCRY, LTD.
MORI SEIKI FIXTURE LABORATORY, LTD.

\

|
|
;- Domestic unconsolidated
3

subsidiaries ‘

MORI SEIKI KOSAN, LTD. ‘
MORI SEIKI PRECISION, LTO.
lMGRJ SEIKI MACHINE SALES, LTD.
MOR) SEIKI LEASING, LTD.

' accounted for by the equity method
WATANABE SEIKO CO., LTD. \

- Domestic affifated companies which were
I not accounted for by the equity method
IITOCHEJ PLAMAC CORPCRATICN
and 4 other companies '

> Campus locations

» Nara Campus

:362 Idono-cho, Yamato-Koriyama City,
‘Nara 639-1183, Japan

TEL.+81-(0) 743-53-1121

!

MORI SEIKIUS.A,, INC. |

MORI SEIKI G.m.b.H. !

MORI SEIKI (UK) LTD.’

MOR! SEIKI FRANGE S.AS.

MORI SEIKI ITALIANA S.R.L.

MORI SEIKI ESPANA S.A. |

MORI SEIKI SINGAPORE PTE LTD
MORI SEIKI (TAIWAN) CO., LTD.
MORI SEIKI BRASIL LTDA.

MORI SEIKI HONG KONG LTD.
MCRI SEIKI MEXICO, S.A. DE C.V.
MORI SEIKI{THAILAND} CO.. LTD.
MORI SEIKI{SHANGHAI) CO., LTD.
MORI SEIKI KOREA CO,, LTD.

DTL MORI SEIKI, INC. | |

PT. MORI SEIKI INDONESIA

MORI SEIKI AUSTRALIA PTY LIMITED
MS SYFRAMO S.A.S, -

« Overseas unconsqlidated
subsidiaries !

MOR! SEIKI TEGHNQ G.m.bH.

+ lga Campus

hitp/Aeww.marisedki.com

» Chiba Campus

201 Midai, iga City,
Mig 51%-1414, Japan
TEL.+81-{0) 595-45-4151,

488-19 Suzumi-cho, Funabashi City,

Chiba 274-0052, Japan
TEL.+81-(0)47-410-8800

|
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Fechnical Center Locations .

? Overseas

b
Lo

MORI SEG LLSA, N Cocago Head Ofice | 5655 Meacowbeook Die. Rollag Meadows, Einois 60008 Phons (1) $AT-563-5400
| Azt Degartoond 2160 Gt Road Suse 300, Rolig Meadtnes Rkvoks £2008 Phons. (1) -347-250-8535
: [ 9007 Curroecy Stmet ving. Tacs 75063 Phone {1) -812-829-8011
!‘ Los Angeiey 5740 Warkand D Cypress. Caiformia 90630 Phome. {1)-562-L30-3000
i Detok 2650 Catok Drive Novi Michigon 45377 Phone. {1) -734-379- 7000
’ Cinclpat 466 Mesdian Way, West Chever, OH 45068 Phone {1)-513-874-2138
Borion 10 Besrtoot Road Nertobortagh, Mbestuosett 1532 Phore. {1) 508-351-8686
l New Jersey 30 Abeet Roac Mosron Fownstap, Hem Jesey 00831 Phone. {1) -608-495-6245
D7 MORS SEIN, INC. Satcamenty 950 Riversice: Parkay Suie 50 Wesi Sacramendo, CA 95605 Phone. {1} 162743600
ORI SEIKI MEXKO. SA D€ C Y. México city Mondecilo 38 Plao 12-36 Col, Hapoies (910 Mbxico DF. Phore. (52}-55-5488-3276
MORS SEIKI BRASH LTOA. 3 Pako Run Repiica da raque, 1432 2 and, Carmpo Beta 04511002 530 Pauko-SP, Braai Phone. (553 -11-5543-1762
MOR! SEIKI G b Shragart Adtoriusssnasse 14, 73249 Wernay, Gemany Phane {4 71539340
i istanbul At lpekci G4l N3/ 129 Kl , Bayrampsa Isankad, Tucky Phons. (80) 1126134141
| Prague 61 e of tikding N AZ3, Errepsic 1P, 16000 Prague 8, Coech Repubic Phone. (42) 224 362171
! Hambup Merkuering 63-85, 22143 Hambury, Germacy Phane, {43) 40-E3458-0
| Dereidoct Sierensirg 19, 47871 Wikich, Germary Prooe, (43} 216488580
| Munich Fiarihonin Risg 117, B0B07 Ménchen, Getmany Phore. (43) -£9-35744.0
MORI SEI0 (VX LTD. Looisom (L Head Otics) | 202 Becord Averuse, Stougp SL1 4HY, Engiand Phoce. (44) -A70-240-0500
i Eisningham 4060 Lakeside Solull Parkaty Siemingiias Business Pat BRUMNGHAM 37 TYN Prone. (4] 4702404600
ORI SERIFRARCE SAS Py Pate  Mculn, 1 e Soper BP 1936 okssy en Frascs 35705 Rotssy COG Cade, Fraoce Fhone (31) 1-39-94.68.00
i Touuse 8 Irpazse Lbcooe Couis 31206 Tausoxse, France Fhone (1) 5352005
MS STFRALIO SAS. Lyen B, Avecnas i Progris5aGB0 Chassieu. Framce Fhore.(23) 4-TB-0005.95
MOR) SEWI ITALWRA SRL Mim Via Riceardo Lo N1 20153 Moano, haly Fhom, (39) Q289D
"‘“'”‘Tspms“ Barciont mmm&ms?dwm‘uwmnommm Prone, (341 53.575.36 45
MONSB’()‘WWEITD Singapors 3 Foh Guan Rgad Eax, Singapore B0BASE Phoone. {85) -6560-5011
! s Lumpu %ﬁm%@;&ﬂfﬂ'ﬁmﬁ Buta Astia LYBA Soksyen L8, Buklt Jehong Phone. {50) 3-8 HED
! |
MOR! SERG { THAILAND) CO., LTD. Bagiok %@éﬁﬁmﬁmmuHWM'WTMWJMKMW'MW‘ Phone £66) 2-351-T700-5
|
MOR SEIR (TAWAN} €. L TD Taiped No. 8, Kong B Aaad. Linkou N 2 induswial Diswrict Linkou Hsierg, Taipel Haien, Taiman, RD.C. Phome, (886} -2-2603- 1701
MOR) SEI] HONG KONG LINGTED Hong Ko Uk 02, B Vicwiod Flta, 148 Des YoesarRoad Certal, Hong Kong Phoce, (852)-2757- 8810
NORI SEI (SHANGHN) €O, LTD. Srosctai oz 4301, 607, Maad Certer, No. Xy . Hong Ok Deeopment Zore, Shangtal, 00106 Crira Proce, (261 2142884310
i Stanghoi Part Cects | 1 Floor, Pazt B, A BrAding, Ne.54 REing Road Wal Gaa Qkao Frie Tiade Zore, Shasghai 200131, Chis Phoce (35) -77-5068-0310
i Befmg Roces 3002 Full Tower, Na & Deoeptaniccan Zhongh, Chatrang Distict, Bediing 100020, Chira Phase. (85) - 10-67568-3631
' Tisniin Room 17§, Pinghn acgion, Mo 50 b Chang Ao, Hei Diatrc, Tisagin, 300200, Chin Phone. (86} -22-Z26-810
: D 1108 Shengahi Buikdig 35 Lisazn A Phongstian Diszict, Dalan, Chéna 116201 Phone. (B5) 4+1-027 18611
Steatan Room 1700 OCica Tower, China festusees Buikding. No 5001 Sherran Exst Ras Shershes, Caica 518001 Phooe. (85) -755-4358- 1997
Chongaing 1508, Metmpolitn Trwer 1168 Zourong Rosd, Ceniral Distict Choogaing, PAC Phon (85)-23-6373-3655
MOR! SENT KOREA €0, TD. Sl A=101,2, 5K Tain Tech Tower, 3453 Kasmn—dong, Kumchean—iu. Seaul, Kores Phone. (82) -2-062-0925
PT. MORI S INDONESLA hlart Kerngieh Gading BultIncah Blok M/D1, A Bk Gacing Rapa, Ketepa Gading, bty L1424 Indonesia Phoe. (62) -21-453-1148
MOR! SEIT GO, LTD. India Branch New Delhi 404 4 Wiorid Trade Cenire, Connaught Place, New Deshi-110001, Inga Phoot. (911-+-4152.8520
WORI SEIK) AUSTRALIA PTY LTD Melboutre 75 Garden Aoad Clayton VIC 3168, Austally Phowe_{5:1) -3-8545-0000
| Sydeey /287 Viciona Road Rytatmere NGW 7115, Ausoalia Phooe. {61) -2-B544-9700

{wersezs Regeesentative Offices | Chariote, Edison Mamsdactiing Tachnologies NCA {
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:Stock Information  aomes s, 20

> MORI SEIKI CO., LTD.

. . |
{+ Foundation - Fiscal Year End + Number of Shares Issued
October 26, 1948 March 31 ! 96,364,872 shares
' 1
1 t ]
+ Stock Exchange Listings * Numbser of Shares Qutstanding * Number of Shareholders
| Tokyo and Osaka Stock Exchanges 157,550,000 sharas | 28,122
i
Ll
"> Major Shareholders i
j Shareholder Name Num(t;eag:)ssr;‘a;:i?e e Voting Rights (3¢}
- .
! Japan Trustas Services Bank, Lid. (Trust account) 9.15
Masahiko Mori ! 5.02
| The Master Trust Bank of Japan, Ltd. (Trust account) | 4.99
MORI SEIKI CO., LTD. ! | -
Yukio Mori 4.52
The Nanto Bank, Lid. .18
Japan Trustes Services Bank, Ltd. {Trust account 4) i 284
| Masaru Mori t 2.70
+ The Sumitomo Trust and Banking Co., Ltd. {Trust account B) I 1.84
Trust and Custody Services Bank, Ltd. (Trust account B) ! 1.46

i

[> Distribution by shareholders
{(Unds: 1,000 shares) ) '

- Financial
! A A mnshitulions
: g

1 Foreiqn
IMViEsions

166

[16,351]

c . 29?
! [3.643

> Contact for investors

* MORI SEIKI CO., LTD
{Corporate Plannng Department, IR Saction)

(Units: 1,000 shares

> Distribution]by nur;nber of shares
5,000 shares r 1,000 shares
T

7,102
N0.988)

%eu ] 3.07?
6,505] o .000.000 {3.605!
50.000 ¢

shares

i5475
£2.860)

13
[6.954)

> AdminiStratio;r1 of register of shareholders

« Mitsubishi UFJ Trust and Banking Corporation
{Caaha SecUmies Agent Dinrtiyvn)

2-35-16 Meieki, Nakamura-ku, Nagoya City,
' Aichi 450-0002, Japan
TEL.+81- (0) 52-587-1830

3-8-3 Fushimi-cho, Chuo-ky, Osaka 541-8502, Japan
hnpwww. tr.mulg. jpienglishy
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)i* Establishment of ;the Sponsored American ;Dt;apositary Receipts (ADR) Program

Mori Saiki established the Amarican Depositary Receipts {(ADR) Program on January 26, 20086
(U %.A. Eastarn Standard Time)}, to allow the distribution of Mori Seiki shares in the Unitec States in
the form of ADRs. : |

] I |
l Purpose of establishing the ADR program '
The purpose is to develop new mvaslors and expand the base of investors, by enhancing investor
sawlce and breadening the chmces in available invasiment instruments in the U. S capital market.
Thts sponsored program is the first of its kind in the machine tool industry. : |

, .
2. Details of ADR program ! !
(1) Type of ADR Program: Sponsorad Level 1
(2) Trading Market: OTC (over-the-coumtar) in the United States
i3) Start Date: January 26, 2006 (U.S. Eastern Standard Time)
(4) Conversion Fate: 1 ADR = 1 ordinary sharg (1:1)
() U.S. CUSIP Number: 617578109 !
(6) Ticker Symbol: MASKY :
(7) Depositary Bank: The Bank of Naw York |
(8) Local Custodian Bank; Sumitorno Mitsui Banking Corporation

£ 1.Whai is an ADR? |
ADR is the acrorym lor American Deposila:y Receipts, which arg U.S. dollar-tenominated
that foreign companies can distibute in the U.S. instead of the undertying stock. They faciitate hvasumri in foraign stock
by U.S. Invasicrs. The undedying stock is heid in custody {deposit} in the issuing company’s home oountry and ADRs are
' issued by the depostiary bank in the LS. based on the underlying stack, ,

#2 Types of ADR : l

ADRs are divided into Levels 1-3, depanding on whether new stock is issued. wmmmmmmaaonus stock
markats, and othar condiiigns. Level 1 afters @ convanient means for fareign companias 10 distriydd securties & the U.S.
market, athough new stock is not igsued and since the company is nol listed, stock s tradad on the over-the-courter
markel. By ") an app for irom disclosurs 10 the SEC, as outlined In the 1834 Securitios Exchange
Agt, Rule 1253-2 (b), the company ¢an issus ADRS through disclkosure in accordance with Japan's disciosure standards. i
is alsn easy for non-Japanaese investors to invesl, becausa disclosure information is tiked with tha SEC in Engish.

#3.Sponsored ADRs ! |

| The company issuing the underying stock (sponsor) concludes a depositary agresment with a specific depositary bank,

I aMADRsmissundbyﬂwdepomwbwﬁmtheissuef.ceposhazynamammesmrvuqamobllombnshave
been clarified. In comrasy, unsponscned ADRS are issued by the depastiary bank based on investor demand, withou! any
nvolvement at 8!l from the company issuing the undertying slock. i
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